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Washington, DC 20549
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Re:  RioCan Real Estaté Investment Trust (“RIOCan”)
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Ladies and Gentlemen:

Attached hereto is information that RioCan has made public pursuant to the requlrements of
Ontario law. This information includes the following documents:

+ Form 52-109F2 Certification of Interim Filings - CEO

. Form 52-109F2 Certification of Interim Filings — CFO

+ News Release

+ Interim Financial Statements

« Interim Management’s Discussion and Analysis

RioCan’s exemption file number is 82-34916. If you have any questions or require any addi-
tional information regarding these matters, please contact Robert Wolf at 416-866-3198.

Regards,
Robert Wolf - '
Vice President and Chiefl Fmanmal Officer
V %
2.0
Q 0
Attachments ?g 'z!-, [ l T .
~ JO

The Exchange Tower, 130 King Streer West
Suite 700, P.O. Box 378, Toranro, Oneario M5X 1E2
Main Tel (416) 866-3033  1-800-465-2733
Main Fax {416) 866-3020 Leasing Fax (416) 866-8056 Operarion Fax (416} 866-8381
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Form 52-109F2 - Certification of lnterim Filings

1. 1 have reviewed the interim filings (as this term is defined in Multilateral Instrument 52-
109 Certification of Disclosure in Issuers' Annual and Interim Filings) of RioCan, (the
issuer) for the interim period ending September 30, 2006;

2. Based on my knowledge, the interim filings do nol contain any untrue statement of a
material fact or omit to state a material fact required to be stated or that is necessary to
make a statement not misleading in light of the circumstances under which it was made,
with respect to the period covered by the interim filings;

3 Based on my knowledge, the interim financial statements together with the other
financial information included in the interim filings fairly present in all material respects
the financial condition, results of operations and cash flows of the issuer, as of the date
and for the periods presented in the interim filings;

4, The issuer's other certifying officers and [ are responsible for establishing and
maintaining disclosure controls and procedures for the issuer, and we have designed such
disclosure controls and procedures, or caused them to be designed under our supervision,
to provide reasonable assurance that material information relating to the issuer, including
its consolidated subsidiaries, is made known to us by others within those entities,
particularly during the period in which the interim filings are being prepared.

Date: November 3, 2006

“Edward Sonshine"”

Edward Sonshine, Q.C.
Pr_esident and Chief Executive Officer




RioCan Real Estate Investment Trust
Exemption File Number 82-34916
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Form 52-109F2 - Certification of Inferim Filings

I, Robert Wolf, Vice President and Chief Financial Officer of RioCan Real Estate Investment
Trust (“RioCan”), certify that:

1. I have revicwed the interim filings (as this term is defined in Multilateral Instrument 52-
109 Ceriification of Disclosure in Issuers’ Annual and Interim Filings) of RioCan, (the
issuer) for the interim period ending September 30, 2006;

2. Based on my knowledge, the interim filings do not contain any untrue statement of a
material fact or omit to state a material fact required to be stated or that is necessary to
make a statement not misleading in light of the circumstances under which it was made,
with respect to the period covered by the interim filings;

3. Based on my knowledge, the interim financial statements together with the other
financial information included in the interim filings fairly present in all material respects
the financial condition, results of operations and cash flows of the issuer, as of the date
and for the periods presented in the interim filings;

4. The issuer's other certifying officers and I are responsible for ecstablishing and
maintaining disclosure controls and procedures for the issuer, and we have designed such
disclosure controls and procedures, or caused them to be designed under our supervision,
to provide reasonable assurance that material information relating to the issuer, including
its consolidated subsidiaries, is made known to us by others within those cntities,
particularly during the period in which the interim filings are being prepared.

Date: November 3, 2006

“Robert Wolf”

Robert Wolf
Vice President and Chief Financial Officer
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RIOCAN REAL ESTATE INVESTMENT TRUST
ANNOUNCES THIRD QUARTER 2006 RESULTS

HIGHLIGHTS FOR THE NINE MONTHS ENDED SEPTEMBER 30, 2006:

» Portfolio occupancy hits a new all-time high'of 97.5%

. Monthly distribution increases to unitholders, the twelfth straight consecutive yearly increase

« First component of agreement to sell 50% interest in three developments to the Canada
Pension Plan Investment Board is completed

Toronto, Ontario (November 3, 2006) - RioCan Real Estate Investment Trust (“RioCan”) today
announced its financial results for the three and nine months ended September 30, 2006.

Financial Highlights

For the nine months ended September 30, 2006, RioCan reported net earnings of $120,377,000
($0.61 per unit basic and diluted) as compared to $95,266,000 ($0.49 per unit basic and diluted)
for the comparable period in 2005, Net earnings for the quarter ended September 30, 2006, -
increased to $41,763,000 ($0.21 per unit basic and.diluted} from $40,142,000 ($0.21 per unit basic
and diluted) for the three months ended September 30, 2005.

Total rental revenue for the nine months ended September 30, 2006, was $429,291,000 versus
$424,790,000 for the comparable period in 2005. For the quarter ended September 30, 2006, total
rental revenue was $145,339,000 as compared to $134,197,000 for the three months ended
September 30, 2005.

Recurring distributable income (“RDI”} for the nine months ended September 30, 2006, was
$209,019,000 ($1.057 per unit) as compared to $208,994,000 ($1.079 per unit) for the comparable
period in 2005. For the quarter ended September 30, 2006, RDI was $72,456,000 ($0.365 per unit)
versus $68,680,000 ($0.352 per unit) for the three months ended September 30, 2005.

Funds from”operations (“FFO”) for the nine months ended September 30, 2006, increased to
$209,440,000 ($1.06 per unit) from $190,903,000 ($0.99 per unit) for the comparable period in
2005. For the quarter ended September 30, 2006, FFO was $72,533,000 ($0.36 per unit) as
compared to $68,974,000 ($0.36 per unit) for the three months ended September 30, 2005.

RioCan’s Consolidated Financial Statements, Management’s Discussion and Analysis and
Supplemental Information Package for the three and nine months ended September 30, 2006, are
available on RioCan’s website at www.riocan.com.

Both RDI and FFO are widely accepted supplemental measures of a Canadian real estate
investment trust’s performance. RDI and FFO should not be construed as an alternative to net
eamnings or cash flow from operating activities determined in accordance with the Canadian
generally accepted accounting princip]es RioCan’s method of calculating RDI and FFO may
differ from certain other 1 lssuers methods and accordingly may not be comparable to measures
reported by other issuers.



Portfolio Stability

At September 30, 2006:

» Portfolio occupancy was 97.5%;

+ 83.1% of annualized gross rental revenue was dernived from national and anchor tenants;

+ = No individual tenant comprised more than 6% of annualized gross rental revenue; and

» QOver 62.7% of RioCan’s annualized rental revenue was derived from properties located in
Canada’s six high growth markets (Calgary, Edmonton, Montreal, Ottawa, Toronto and
Vancouver).

Portfolio Activity

Although the acquisition market remains extremely competitive, RioCan was able to acquire two
properties during the third quarter. Impact Plaza, located in Surrey, British Columbia, is a 134,000
square foot unenclosed shopping centre anchored by T&T Supermarket, Sleep Country and
Pharmasave. Other national tenants include Moores Clothing for Men, Dollar Giant, M&M Meat
Shops and Mac’s Convenience Store. Cherry Hill Shopping Centre is a 74,000 square foot
Loblaws anchored unenclosed shopping centre located in Fergus, Ontario.

On September 29, 2006, RioCan announced that it has completed the first component of its
previously announced agreement to sell a 50% interest in three new developments located in
Calgary, Edmonton and Oakville to the Canada Pension Plan Investment Board. The first
component consists of approximately 168,000 square feet of newly completed retail space at
RioCan Beacon Hill in Calgary, Alberta. Upon full completion, RioCan Beacon Hill will comprise
approximately 800,000 square feet including Costco and Home Depot, both of whom are already
open for business. Additional retailers who are already open include Winners/fHomeSense, Royal
Bank, Linens ‘N Things, Golf Town, Michaels and The Shoe Company. The development is
essentially fully leased or committed and will include other tenants such as Canadian Tire,
Reitmans, Roots, TD Canada Trust, Mark’s Work Wearhouse, Sport Chek, La Senza and other
national retailers. All the properties are, and will continue to be, leased and managed by RioCan,

Development Proeram

RioCan’s development program remained robust throughout the third quarter. Over 6.8 million
square feet is under development in Ontario, Alberta and Quebec, of which RioCan’s interest is
approximately 3.5 million square feet. In addition to the 6.8 million square feet of current
developments, an additional 3.9 million square feet is in the development pipeline. Third quarter
activity highlights for some of these projects, which are being developed by RioCan, include:

Ajax, Ontario - RioCan has received site plan approval for the development adjacent to RioCan
Durham Centre and site work is well underway. Approximately 50% of the required 65,000 cubic
metres of fill have been placed, with completion of the pond retrofit program anticipated by the
end of November. Construction of the buildings, which are fully pre-leased to Bank of Montreal,
Nike, The Keg, 2001 Audio Video and Ardene, is expected to commence late November.

London, Ontario — RioCan has completed the rough grading and underground servicing is
nearing completion at Summerside Shopping Centre, located at the intersection of Commissioners
Road and Highbury Avenue. Major retailers anchoring this 180,000 square foot centre include



Loblaws (retailer owned) and Rona. Construction is underway for a multi-tenant building that will
feature First Choice Haircutters, Pizza Pizza, Starbuck’s, Pet Valu and Dollar Blitz. Construction
for Rona and Bank of Montreal will begin mid-November.

Milton, Ontario — Anchors Home Depot (retailer owned) and Galaxy Cinemas are now open for

business at RioCan Centre Milton, a 291,000 square foot new format retail centre. Construction is-

well underway for several tenants including Sleep Country, The Beer Store, Boston Pizza,
Casey’s, Mr. Greek, Super Cuts and Bank of Montreal. Store openings will be phased-in over the
remainder of the year and early 2007.

QOakville, Ontario — Off-site and on-site work continues at RioCan Centre Burloak, a 551,000
square foot new format retail centre located at the intersection of Burloak Drive and Queen
Elizabeth Way. Upon full completion, this centre will be anchored by Home Depot (retailer
owned), Cineplex Odeon, Longo’s and Home Qutfitters. RioCan has applied for building permits
for the first six buildings and construction is expected to commence mid-November.

Edmonton, Alberta — Construction has been progressing well at RioCan Meadows, a 504,000
square foot new format retail centre located at the corner of 17" Street and Whitemud Drive. The
centre will be anchored by Real Canadian Superstore (retailer owned) and Home Depot, and will
be tenanted- by, amongst others, Staples/Business Depot, Mark’s Work Wearhouse, TD Canada
Trust, Royal Bank of Canada and Alberta Treasury Branch. Home Depot opened on October 24,
2006, and Staples/Business Depot and Mark’s Work Wearhouse are expected to open late 2006.

Increase in. Monthly Distribution

On September 18, 2006, RioCan announced that it would increase its monthly distribution to 11
cents per unit commencing with the October 2006 distribution, payable in November 2006. This
increase of 3 cents per unit on an annualized basis will increase RioCan’s annualized distribution
to. $1.32 per unit. RioCan has increased its distributions to unitholders every year since its
inception over 12 years ago. ‘

Conferencé Call and Webcast

Analysts and investors are invited to participate in a conference call with management on Monday,
November 6, 2006 at 9:00 a.m. Eastern Time. You will be required to identify yourself and the
organization on whose behalf you are participating.

In order to participate in the conference call, please dial 416-695-6622 or outside of Toronto dial
1-888-789-0150. If you cannot participate in the live mode, a replay will be available until
November 20, 2006. To access the replay, please dial 416-695-5275 or 1-888-509-0081 and enter
passcode 632586.

Scheduled speakers are Edward Sonshine, Q.C., President and Chief Executive Officer, Fred
Waks, Senior Vice President and Chief Operating Officer, and Robert Wolf, Vice President and
Chief Financial Officer. Management’s presentation will be followed by a question and answer
period. To ask a question, press “*1” on a touch-tone phone. The conference call operator will be
notified of all requests in the order in which they are made, and will introduce each questioner.



Alternatively, to access the simultaneous webcast, go to the following link on RioCan’s website
hitps://riocan.com/ bin/presentations/webcast.cfim and click on the link for the webcast. The
webcast will be archived 24 hours after the end of the conference call and can be accessed for 120
days.

About RioCan

RioCan is Canada's largest real estate investment trust with a total market capitalization of
approximately $7.5 billion. It owns and manages Canada’s largest portfolio of shopping centres
with ownership interests in a portfolio of 204 retail properties, including 8 under development,
containing an aggregate of over 50.7 million square feet. For further information, please refer to
RioCan’s website at www.riocan.com.

-30-

For further information contact:
RioCan Real Estate Investment Trust
Edward Sonshine, Q.C.

President & CEO

(416) 866-3018



: " ‘ RioCan Real Estate Investment Trust
PresioeNT’s REPORT TO0 UNITHOLDERS Exemption File Number 82-34916

N
FOR SUCCESS

Edward Sonshine, Q.C. President and Chiel Executive Officer

Dear Fellow Unitholder:

Results for the shird q:m;te: of 2006 reftect the ditrection in which we {eel RioCan is heading.

The exlensive develapment and redevelopment thal we relered 1o in our second quarter report is loking shape, with some of our projects well into
construction and even completion phases. However, tha largest-part of our over eight millien square foot development program will not impact our
results significantly until the fatier part of next year.

Hoppily, retailer demand for the space being developed by RioCan and its pariners is extremely strong. Virtually all of our greenfield development
projects are well on their way lo baing essenliolly praleased. In fact, were we not delaying some final teasing in most of our centres io foke
advantage of the rising rent climale, we would be fully pre-eased.

QOur redevelopment and land use intensilication program is also continuing. This process, by definition taking place in very urban areos, can be
politically sensitive. An example is our proposed project an Avenue Road in Toronlo where two yeais ago, we applied for rezoning of a smoll
commercial facility so as to permit an equivalent amount of sireet front retail topped by @ sixstorey condominium. Qur praposal is in accordance
with the planning guidelines of the province and the municipality and we were uliimately oble to secure a posilive planning report from City siaff.

MNotwithstanding hese facts and suppor from the Mayor of Torenlo who stated thal this was exactly the type of development that should be taking
place on arterial roads, the proposal was defeated at City Council due to the opposition of the local Coundillor. We have appealed to the Ontario
Municinal Board and fully expect 10 be viclorious bul, with these delays, would not expect to commence this redevelopment uniil late 2007,

However, the inherent delays involved in greenfield developments and the polilical uncericinties and delays in redevelopments, are well worth the
shortterm pain. We expect to achieve returns and yields materially in excess of whal we could oblain in purchosing assets of ihe 1ype we are
developing if they were available 10 buy, which they rasely ore.

When these initialives are overlaid on our current high quality and largely urbon market porifolio, we are cpfimistic about our future.

As for as our present is concerned, we ended the quarter at an oll fime high accupancy rate of 97.5%, which cerlainly speaks to the hedlth of the
retail morket and the quality of our localions. Retailer demand for RioCan space is sirong and defaulis are minimal.

Thank you for your ongoing confidence in RioCan.

Edward Sanshine, Q.C. President and Chief Executive Officer
RioCan Real Estate Investment Trust
November 3, 2006
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ConNsoupatep Balance SHEeeTs

{in thousands)

September 30,
2004
{uncudited}

December 31,
2005
{oudited)}

Assers

Real Estate Investments
Income properties (Note 2

$ 4,016,277

§ 3,874,727

Properties under development 215,610 218,265
Mortgages and loans receivable 106,889 75,014
4,338,776 4,168,006

Receivables and other asscts {Note 5) 116,570 81,916
Cash and short-term investments 80,550 22,874

$ 4,535,896

$ 4,272,796

LiaBiLITIES

Mortgages payable (Note &) $ 1,840,884 $ 1,753,277

chcnlurcs payable {Note 7) 870,000 670,000

Accounts payable and other liabifities [Note 9] 168,212 173,949
' 2,879,096 2,597,226

UniTHoloErs' Eauiry

Unitholders’ equity 1,656,800 1,675,570

§ 4,535,896

$ 4,272,796

The accompanying notes are an inlegral port of the financiol statamants

FroCar Rpal Goare avpzrens iz

uer Tupen Geaprea Beecar 2004



CoONSOLIDATED STATEMENTS OF UriTHOLDERS' EGuiTy

_ Three months endod Septembar 30,  Nine months ended September 30,

{unaudited - in thousands) 2006 2005 2006 2005

Trust units (Note 10)

Balance, beginning of period § 1,942,097 1,873,352 $ 1,906,859 $ 1,702,820
Unit issue proceeds, net 15,463 16,497 50,331 187,029
Value associated with unit option .

grantsexercised e 122 22 321
Balatce, end of period $ 1,957,682 $ 1,890,170 $ 1,957,682 § 1,890,170

Value associated with unit oplien grents
Balance, beginning of period b3 3,255 $ 2,285 $ 2,549 $ - 1,692

Value associated with comipensation
expense for unit options granted 655 367 1,731 960

Value associated with unit option

granis exegiged (122} (321) (492) (321)
Balance, end of period § 3,788 § 2,331 $ 3,788 $ 2,331
Cumulative sarnings

Balance, beginning of period § 1,216,324 $ 1,060,260 $ 1,137,710 $ 1,005,136
Net earnings 41,763 40,142 120,377 95,266
Balance, end of period $ 1,258,087 $ 1,100,402 $ 1,258,087 $ 1,100,402
Cumulative distributions fo unitholders

Balance, beginning of period $ (1,498,761) $ (1,246,103) $ (1,371,548) $ (1,124,480)
P_i_sll_'i‘bul_io_ns_lo unitllo]%:r_s_[l?h_ale_lll o ) {63,996) (62,330) {191,209} (183,953)
Balance, end of period $ (1,562,757) $ (1,308,433) $ (1,562,757) $ (1,308,433)
Total unitholders’ equity $ 1,656,800 § 1,684,470 $ 1,656,800 $ 1,684,470
Unils issued and outstanding [Note 10) 198,735 195,138 198,735 195,138

The accampanying notes cre an integral part of the financial stalemens
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CONSOLIDATED STATEMENTS OF EARNINGS

_T_I'Lree rnclﬂt!u eqti(id September 30, Nine months ur::_ff_d Sup?embur 30,

{uncudited - in thousands, except per unit amounts) 24006 2005 2006 2005
Revenue
Rentals § 145,339 $ 133,996 $ 429,291 § 409,886
Fees and other 5,129 9,773 16,891 19,987
Interest 2,817 3,153 7,170 6,894
Gains on properties held for resale {Note 2} 7.441 2,891 21,%66 19,660
Total revenue 160,726 119,813 475,318 456,427
Expenses
Property operating costs 46,151 42,619 141,387 135,780
[nterest {Nole 4) 36,345 33,938 106,079 102,154
General and administrative {Note 4) 5,697 4,463 18412 13,634
Amortization (Note 3) 30,770 26,931 89,063 81,804
e e e e e e o e
Total expenses 118,963 107,951 354,941 333,372
41,763 41,862 120,377 123,055

[mpairment provisions - - - (4,984)
Costs of early extinguishmem of

debentures payable (Note 8} - - - {20,549)
-Ncl carnings from continuing operations 41,763 41,862 120,377 97,522
Discontinued operations [Note 2) - (1,720) - (2,256)
Net earnings $ 41,763 $ 40,142 $ 120,377 ) 95,266

Ne! earnings per unit - basic and diluted

Continuing operations 5 0.21 $ 0.22 $ 0.61 $ 0.50
Discontinued operations - (0.01) - {0.01)
Nei earnings $ 0.21 $ 0.21 $ 0.61 $ 0.49

Weighted average number of units
outstanding — basic 198,380 194,680 197,558 193,446

The‘uccompunying notes are an integral part of the financial stotements
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CONSQLIDATED STATEMENTS oF CASH Flows

Three months ended Nine manths ended
___ September 30, September 30,
{unaudited - in thousands} . 2006 2005 2004 2005
Cash Frow Provipep By [Useo IN)
Operating aclivities
Net earnings $ 41,763 $ 40,142 | $ 120,377 | $ 95266
ftems not affecting cash
Amortization 31,077 27,387 90,305 83,162
. Accounting for rents on a straight-line basis (2,120) (1,557) (6,896) (6,191)
' Impairment provisions - - - 4,984
Costs of early extinguishment of debentures payable - - - 20,549
Properties held for resale 15,700 4,510 41,547 2,054
Acquisition and development of properties held for resale (7,456} (10,691) (19,084) (14,718)
Change in other non-cash operating items {Note 15) (13,714} (9,328) (28,611) (23,407)
Discontinued operattons (483} 2,501 (1,301) 7,956
Cush flow provided by operating adivities . 64,767 52,964 196,337 169,655
Investing adtivities
Actiuisition of income properties and properties under development (35,988)  (133,310) | (138,397) | (275,207)
Capital expenditures on properties under development
and income properties {29,511) {26,118) | (102,711) {86,309)
Tenant installation costs (4,612) (4,288) (11,987} (12,737)
Mortgages and loans receivable
Advances (7,522) (19,943) (59,629) (42,537)
. Repayments 3,229 8,281 41,227 15,169
Investments - 15,435 2,262 -
Proceeds on disposition of income properties - 50,672 - 52,051
Discontinued operations - 57,855 - 56,551
Cash flow used in investing activities (74,404) (51,416} | (269,235) | (293,019)
Financing acfivities
Mortgages payable
" Borrowings 127,725 90077 | 224,758 146,430
« Repayments (55,602) (58,547) | (152,142) (150,127)
Debentures payable
Borrowings - - - 198,548 553,728
Repayments including early extinguishments - - - {360,953)
Distributions paid ’ (63,912) - (61,741} | (190,921) | (185,926}
Units issued under distribution reinvestment plan 13,216 12,211 40,036 32324
[ssue of units 2,248 4,286 10,295 154,705
Discontinued operations - - - 16,728
Cosh How provided by {used in] financing activities 23,675 (13,714) 130,574 206,909
Increase {decrease] in cash and equivalents 14,038 (12,166) 57,676 83,545
Cash and cquivalents, beginning of period 66,512 117,129 22,874 21,418
Cash and equivalents, end of period . $ 80,550 § 104,963 | § 80,550 | S 104,963
Supplemental cash How infermation
Acquisition of real estate investments through assumption of liabilities $ 11,929 $ 29673 | S 11,929 |3 54,343
Assumption of liabilitics by purchaser on disposition of
properties by RioCan $ - $(89713)|$§ — | 8(115,175)
Mortgages and loans taken back by RioCan on property dispositions $ (6,233} § (30,000) | S {17,698) | § (37,962)
Interest paid S 47,863 5 41,861 | 5122306 | $ 118,653
Cash equivalents, end of period S 44,884 § 72,426 |S 44,884 | § 72,426

The accompanying actes are an integral part of the financial statements
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Nores 1o CoONSOLIDATED FINANCIAL STATEMENTS

{unaudited - tabular amounts in thousands, cxcept per unit amounts)

At Sepiember 30, 2006

1.. SIGNIFICANT ACCOUNTING POLICIES

RioCan Real Estate [nvestment Trust’s {the “Trust” or “RioCan”) interim consolidated financial statements have*
been prepared in accordance with Canadian generally accepted accounting principles (“GAAP”) and are consistent
with the significant accounting policies reparied in the Trust’s audited consolidated financial statements for the two
years ended December 31, 2005 and 2004. Under GAAF, additional disclosures are required in annual financial
statements; therefore, these interim financial statements should be read in conjunction with the Trust’s audited
consolidated financial statements for the two years ended December 31, 2005 and 2004.

"Certain comparative figures, including thase pertaining (o discontinued operations, have been reclassified 1o
conform to the current period’s financial statement presentation.

2 INCOME PROPERTIES

Nat

R Accumulated carrying

September 30, 2006 Cost amortization amount

L]

Land $ 904,247 8 - $ 904,247
Buildings _ 3,112,742 (283,375) 2,829,367
Taiigible leasing costs ‘ 176,298 (42,386) 133,912
[ntangible leasing costs ' 117,179 (25,835) 91,344
Properties held for resale (j) 45,688 - 45,688

Equity investments in properties 11,719 ’ - 11,719
( $ 4,367,873  $ (351,596) § 4,016,277

Net

: . Accumulated carrying
December 31, 2005 Cost amortization amount
Land § 852,451 $ - § 852,451
Buildings 2,963,600 (223,249) 2,740,351
Tangible leasing costs - 147,973 (33,176) 114,797
Intangible leasing costs 96,698 - (16,119) 80,579
Properties held for resale [i) ' 69,224 - 69,224
Eqé:ily investments in properties 17.325 - 17,325

b b, e e e - e oo

§ 4,147,271 § (272,544) § 3,874,727

(i} Properties held for resale

During the three months ended September 30, 2006 the Trust disposed of properties held for resale for proceeds of
$28,771,000 resulting in gains of $7,441,000. These amounts include the Trust’s $2,534,000 share of disposition
gains from equity investments in properties.

During the three months ended September 30, 2005 the Trust disposed of properties held for resale for proceeds of
$9,375,000 resulting in gains of $2,891,000.

During the nine months ended September 30, 2006 the Trust disposed of properties held for resale for proceeds of
$68,842,000 resulting in gains of $21,966,000. These amounts include the Trust’s $6,951,000 share of dispositien
gains from equily invesunents in properties.

During the nine months ended September 30, 2005 the Trust disposed of properties held for resale for proceeds of
$58,095,000 resulting in gains of $19,660,000.
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Noarss 10 ConsoupATED FinanCIAL STATEMENTS

R:zCal FeaL Estars

INvEsTRENT Frusr Trias (Quirres #irosrr 2000

{ii} Transactions with RieCan Retail Value L.P. [“RRVLP")

During 2005 the Trust completed two trapsactions (at market terms and conditions) with RRVLP, an entity in
which the Trust has a | 5% ownership interest. As the Trust accounts for RRVLP using the equity method, these
transactions are considered related party transactions. Details of these transactions were as follows:

{a] Dispasition of property portolio to RRYLP

1. Three long-lived income properties were disposed of during 2005 for proceeds of $61,800,000, for which the
Trust recognized an impairment provision of approximately $2,200,000 which is included in the $4,984,000 of
impairment provisions reported in net earnings from continuing operations for the nine months ended
September 30, 2005.

-

One property held for resale was disposed of during 2005 for proceeds of $21,468,000, including the
assumption of a mortgage payable of $11,997,000 by RRVLP, resulting in a gain of $3,969,000. The Trust’s
guarantee remains in place on this mortgage payable.

The Trust contitues 10 manage these properties and carn market based asset management, property

inanagement, development and leasing fees in addition to incentive compensation for out-performance
by RRVLP.

(b] Acquisition of income property from RRVLP
" During the third quarter of 2005 the Trust acquired an income property from RRVLP for a purchase price of
$25,500,000, including the assumption of a mortgage payable of $11,226,000.
{iii} Disconiinued operafions

During 2005 the Trust completed a portfolio 'disposition comprising seven enclosed mid-market shopping centres
for $182,000,000. As part of this transaction, the purchaser assumed mortgages payable of $85,700,000 (for which
the Trust’s guarantees remain’in place on mortgages payable obligations of $70,800,000} and the Trust took back a
secured convertible debenture of $30,000,000 with a three year term bearing interest at 4.5% per annum. The
balance of the purchase price was paid in cash, Summarized financial information for the net assets comprising
this transaction was:

Stotements of eornings

Three months ended September 30, Nine months ended September 30,

2006 2005 2006 2005

Rental revenue $ - $ 201 5 - 3 14,904

Properly operating costs - 18 - (6,374)

Intercst expense - (38) - {1,937)

Amortization - - - {3,148)
O U N

- 181 - 3,445

[mpairment provisions - (1,901) - (5,701)

Net loss $ - $ (1,720) $ - |5 (2,256}

3. AMORTIZATION
- ‘__Thren months ended Soptember 30, _ Nine months ended September 30,

! 2006 2005 2006 2005

Buildings : ; $ 21,650 $ 19,678 $ 63,880 $ 58,739
Tangible leasing costs ! 5,477 3,930 14,550 12,640
Intangible leasing costs 3,643 3,323 10,633 10,425
$ 30,770 $ 26,931 $ 89,063 $ 81,804

b



MNeres 10 CoNSGUDATED FinaANCIAL STATEMENTS

4. CAPITALIZATION OF CARRYING COSTS

_Nine months ended September 30,

; 2006 2005 2004 2005
Interesk
Interest expense 40,540 $ 36,664 § 118,353 S 109,720
Capitalized to real estate investments (4,195} (2,726) (12,274) (7.566)
Ne interest expense 36345 | S 33,938 | § 106070 | § 102,154
Generol and administrotive
Géneral and administrative expense 6,130 $ 4,977 $ 19,683 s 15,216
Capitalized to real estate investments (433) (514) (1,271) (1,582)
Net general and administrative cxpense 5,697 $ 4,463 $ 18,412 $ 13,634
5. RECEIVABLES AND OTHER ASSETS
! September 30, December 31,
2006 2005
Straight-line rental revenue in excess of base rents currently due in .
accordance with lease agrecments $ 24,712 $ 17,845
Prepaid property taxes 20,891 1,005
Prepaid property operating expenses 17,484 15,374
Other 16,948 11,075
Unamortized debt financing costs 12,801 12,677
Investments at cost 7,424 9,827
Contractual rents 3,758 2,041
Deposits on property acquisitions 4,469 3,441
Capital assets net of accurnulated amortization 4,038 3.823
Unamortized differential between contractual and above market rents
for in-place leases at acquisition of income propertics 3,246 3,860
Discontinued operations 799 948
§ 116,570 $ 81,916

6. MORTGAGES PAYABLE

At September 30, 2006 mortgages payable bear interest at contractual rates ranging between 4.76% and 11.889% per
annum with a weighted average quarter end rate of 6.66% per annum, and mature between 2006 and 2034. Future

repayments were as follows:

Year ending December 31, 2006
2007
2008
2009
2010
Thercaficr

Total

$ 22,634
257,516
207,750
251,009
276,138
825,837

$ 1,840,884
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Rican Keal bstars boeestaent frygr Ta

At September 30, 2006 the Trust had revolving lnes of credit totalling $123,500,000 (December 31, 2005 —
$103,500,000} with major Canadian (inancial institutions, against which $36,203,000 of lctters of credit (December
31, 2005 — $13,737,000) were drawn. These facilities are due on demand (subject to repayment in six months if not

in Default) and are secured by certain income properties.

7. DEBENTURES PAYABLE

September 30,

December 31,

2006 2003
Series D senior unsecured, maturity of September 21, 2009, .
bearing interest at 5.29% per annurn, payable serni-annually $ 110,000 $ 110,000
Series E senior unsecured, maturity of January 4, 2008,
bearing interest at 3.85% per annum, payable semi-annually 110,000 110,000
Series F senior unsecured, maturity of March 8,2011,
bearing interest at 4.91% per annum, payable semi-annually 200,000 200,000
Serli‘es G senior unsecured, maturity of March 11, 2013,
bearing interest at 5.23% per annum, payable semi-annually 150,000 150,000
Series F senior unsecured, maturity of June 15,2012,
bearing interest at 4.709 per annuam, payable semi-annually 100,000 100,000
Series | senior unsecured, maturity of February 6, 2026,
bearing interest at 5.953% per annum, payable semi-agnually 100,000 -
Series ] senior unsecured, maturity of March 24,2010,
bearing interest at 4.938% per annum, payable semi-annually 100,000 -
$ 870,000 $ 670,000

8. COSTS OF EARLY EXTINGUISHMENT OF DEBENTURES PAYABLE

During 2005 the Trust redeemed prior to maturity its Series A, C and RealFund Series A debentures payable and

incurred costs of approximately $20,500,000 related 1o such early extinguishments.

Q. ACCOUNTS PAYABLE AND OTHER LIABILITIES

September 30,

December 31,

2006 2005
Tenant installations and capital expenditures $ . 35662 s 38,710
Pr@[merly operating costs 27,104 24,166
Distributions payable to unitholders 21,363 21,074
Coﬁslmclion costs 21,306 23,449
Accrued interest on mortgages and debentures payable 16,006 19,894
Unarmortized differential between contractual and market interest rates
on liabilities assumed at acquisition of income properties 14,268 16,273
Property taxes 12,060 6,308
Deferred income 10,486 11,798
Other 3,681 5,309
Unfunded employee future pension benefits {Note 13) 1,799 1,440
Upnamortized differential between contractual and below market rents
for in-place leases at acquisition of income properties 1,737 1,338
Di;".cominucd operations 2,740 4,190
$ 168,212 § 173,949
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10. TRUST UNITS

2006 2005

Three months ended September 30 Units $ Units $
Units oulsmnﬂing, beginning of period 197,939 § 1,942,097 194,170 $1,873,352
Units issued:
Distribution reinvestiment and direct

putchase plans 618 13,230 598 12,224
Unit option plan 178 2,247 370 4,344
Value associated with unit option

grants exercised - 122 - 321
Unit issue costs - {14) - (71)
Units outstanding, end of period 198,735 $ 1,957,682 195,138 $1,890,170

2006 2005

Nine months ended September 30 - ——l)nits T $ o Eﬁ; N —————_—S_
Units outstanding, beginning of period 196,041 $ 1,906,859 183,604 $1,702,820
Units issued:
Pubtic offering - - 8,250 143,963
Distribution reinvestment and direct

purchase plans 1,869 40,162 1,709 32,364
Unit option plan 825 10,295 1,575 17,015
Value associated with unit eption

grants exercised - 492 - 321
Unit issue costs - (126) - (6,313)
Units outstanding, end of period 198,735 $1,957,682 | 195138  $1890,170

i
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11. DiISTRIBUTIONS TO UNITHOLDERS

RioCan’s Declaration of Trust (“Declaration™) requires it to distribute te its unithelders at least 80% of its
Distributable Income (“RDI), determined annually. RDI is defined by the Declaration and is based on the
consolidated net earnings calculated in accordance with GAAP, and adjusted as follows:

"

{o}by adding back to consolidated net earnings the following amounts for the relevant period: (i) depreciation and
-amortization of all tangible and intangible capital assets (including, without limitation, buildings, leasing costs,
'tenant improvements, value of tenant in-place lease agreements and tenant relationships); (ii) losses on
.dispositions of real estate investments {other than losses on dispositions of properties held for resale); and
.(1ii) expenses recerded on the granting of unit options or other unit based compensation;

(b} by excluding from consolidated net earnings the following amounts for the relevant peried: (i) gains on
‘dispositions of real estate investients {other than gains on dispositions of properties held for resale); (ii)
amortization of the differential between contractual and market rents arising at the time of acquisition of
“income properties; and (iii) adjustments {arising as a result of changes compared to the period prior to
January 1, 2004) for accounting for rental revenue on a straight-line method for the term of the related

lease; and

{¢) additions or deductions of any amount (including, without limitation, reserves, provisions and allowances)
which the Trustees in their discretion determine 1o be appropriate.

In accordance with (c} above, RioCan’s Trustees determined that it was appropriate to exclude the costs of early
extinguishment of certain debentures payable (Note 8) from the determination of RDI in 2005 as such costs
were not representative of the Trust's: (i) ability to carn and distribute cash to unitholders; and (ii) ongoing
operating performance. '

A reconciliation of net earnings o distributions te unitholders was:

Three months ended September 30,  Nine months ended Saptember 30,

2006 2005 2006 2005 -
Nal sarnings S 4L,763  § 400142 § 120377 § 95266
Aniortization of tangible capital assets 21,913 20078 64,969 62,139
Amortization of tangible leasing costs 5,477 3,880 14,550 12,992
Amortization of intangible leasing costs 3,643 3,323 - 10,633 10,733
Impact of accounting for rental revenue ' ‘
on a straight-line basis (1,081} (1,276) - (3,301} (5.019)
Unit based compensation expense 851 493 & - 2,067 1,288
Amortization of the differential between E
contractual and market rents on o :
in-place leases (110 139 (276) : 361
Impairment provisions : . - 1,801 - 10,685
Costs of early extinguishment of . ' :
debentures payable - - - 20,549
' . 72,456 68,680 209,019 208,994
v Retention of RDI (8,460) (6,350) . (17,810) {25,041)
Distributions to unitholders $ 63,996 § 62,330 ., $ 191,209 . § 183,953
Per unit . .
Distributions to unitholders $ 6.3225 $ 03200  § 09675 §  0.9500

1z
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1 2 UNIT BASED COMPENSATION PLANS

(i) Incentive unit option plan

The Trust’s incentive unit option plan (the “plan”} provides for option grants to a maximum of 19,200,000 units. At
Sep‘ltember 30, 2006: 8,706,000 unit options were granted and exercised; 4,658,000 unit options were granted and
remain outstanding; and 5,836,000 unit options remain available for issuance. The exercise price of each option
equals the market price of the Trust’s units on the date of grant and an optien’s maximum term is 10 years. All
opi_ions granted through to Diecember 31, 2003 vest at 20% per year from the grant date, being fully vested after
fouf years. All aptions granted after Decernber 31, 2003 vest at 25% per annum commencing on the first
anniversary of the grant, being fully vesied after four years.

A summary of the status of the plan was as follows: -

Three months ended September 30 -2006 : 2005
Woeighted Weighted
Oplions ' average average
; Units exercise price Units exercise price
Quistanding, beginning of period . 4,861 $ 17.36 4,789 $ 14.81
Exercised . (178) 8§ 12.61 (370) % 11.74
Forfeited (25) § 21.16 - $ -
Outstanding, end of period : 4,658 $ 17.52 4,419 $ 15.07 .
Options exercisable at end of period 1,605 $ 14.66 1,606 $ 12.83
No unit options were granted during the three months ¢cnded September 30, 2006 and 2005.
Nine months ended September 30 : . 2006 2005
I Woighted Weighted
Options . average ' : average
Units exercise price Units exercise price
Qutstanding, beginning of period 4,173 S 15.21 4,708 $ 12.57
Granted 1,335 8 21.70 1310 §  18.84
Exercised (825) 3 1248 (1,575) & 10.80
Foffeited ) ’ (23} § 2116 (24 § 12.31
Ou'ts[anding, end of period ' 4,658 § 17.52 4,419 $ 15.07
Options exercisable at end of period - 1,605 $ - 14.66 1,606 $ 12.83
Weighted average fair value per unit :
of options granted during the period $ 2.77 $ 1.52

The Trust accounts for unit based compensation using the fair value method, under which compensation expense is
measured at the grant date and recognized over the vesting period.

Unit compensation expense was calculated using the Black-Scholes Model for option valuation using weighted
average factors for option grants between May 30, 2002 and September 30, 2006: volatility of 17% on the
underlying units; an exercise price of $19.04; a cumulative distribution yield of approximately 6.7%; and a risk free
interest rate of approximately 4.4%. '
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{ii) Trustees’ resiricied equify unit ("REU®) plan

The Trustees’ REU plan provides for an allotment of REUs to each non-employee trustee (“member”}. The value of
REUs allotted appreciate or depreciate with increases or decreases in the market price of the Trust’s units. Members
are also entitled 10 be credited with REUs for distributions paid in respect of units of the Trust based on an average
market price of the units. REUs vest and are settled three years fromn the date of issue by a cash payment equal 1o
the number of vested REUs credited to the member based on an average market price of Trust units at the
settlermnent date. At September 30, 2006 accounts payable and other liabilities included accrued REU unit based
compensation of $693,000 (December 31, 2005 — $358,000).

13. EMPLOYEE FUTURE BENEFITS
The Trust maintains several pension plans for its employces.

{1} The defined contribution pension plan incurred current service costs in the amount of $296,000 for the nine
months ended September 30, 2006 (three months ended September 30, 2006 — $107,000) and $271,000 for the
nine months ended September 30, 2005 (three months ended September 30, 2005 — $95,000).

{ii} The defined benefit pension plans’ benefits are based on a specified length of service, up to a stated maximum.
A summary of the defined benefit pension plans for the nine months ended September 30, 2006 was as {ollows:
fair value of plan asscts ~ $647,000 (December 31, 2005 — $516,000); ending balance of accrued benefit Hability
= $1,799,000 (December 31, 2005 — 51,440,000); and pension expense — $465,000 (1hree months ended
September 30, 2006 - $155,000) and $346,000 for the nine months ended September 30, 2005 (three months
ended September 30, 2005 — $116,000),

14. INVESTMENT IN CO-OWNERSHIPS

A summary of the status of financial information relating to the Trust’s share of continuing operations from
proportionately consolidated co-ownership activitics was as follows:

Belance shaets

Septamber 30, December 31,

2006 2005

Assels 5 1,003,966 § 952,590
Liabilities 623,741 569,866

Stotements of earnings

_Three months ended September 30, Nine months ended Septembaer 30,

! 2006 2005 2006 2005
Revenue s 36,217 $ 30,823 $ 101,799 $ 93,058
Net carnings 11,809 7,864 27,956 22,632

Contingencies and commitmenis [Note 18]
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15. CHANGE IN OTHER NON-CASH OPERATING ITEMS

Thrae months ended September 30, Nine months ended September 30,

Cash provided by (used in) 2006 2005 2006 2005
Amounts recetvable TS (1,123) g 7,785 $  (10,047) S (1,377)
Prepaid expenses and other assets (5,498) (3,151) (23,229) {20,309)
Accounts payable and
other liabilities (10,118) {12,127} 1,158 (2,219)
Other 3,025 {1,835) 3,507 498
$ (13,714) § (9,328) $ (28,611) $  (23,407)

16. INCOME TAXES

The Trust qualifies as a Mutual Furd Trust for income tax purposes, The Frust is required by its Declaration to
distribute all of its taxable income te unitholders and to deduct such distributions for income tax purposes.
Accordingly, under current Canadian incoine tax legislation no provision for income 1axes is required.

On October 31, 2006 the Minister of Finance, Canada announced a Tax Fairness Plan for Canadians, the stated
purpose of which is to level the playing field between income trusts and corporations. The measures in the Tax
Fairness Plan include:

: * A Special Tax on certain income of publicly traded income trusts (other than qualifying real estate investment
trusts or REITs) and limited partnerships.

+ An effective date of January 1, 2011 for the commencement of the Special Tax for existing income trusts,
providing a transitional period (far those entities requiring it) to plan their activities accordingly.

The proposed new rules are meant to apply to a clearly defined set of Flow Through Entities, referred to by the
Minister of Finance as “specified investment flow-throughs” or SIFTs. REITs like RioCan will be excluded from the
SIFT definition and the proposed Special Tax, provided that they meet a series of conditions relating to the nature
ol their income and investinents. The Minister of Finance advised that these conditions will be similar to the
conditions that the United States applics to US real estate investment trusts, and will recognize the unique history
and role of collective real estate investiment vehicles.

The Minister of Finance did not announce a release date for detailed legislation to implement the Tax Fairness Plan.
While it is clear that the proposed Special Tax will not apply to qualifying REITs, it is not possible to determine at
this time whether the Tax Fairness Plan will have any material itpact upon the future activities of the Trust,

17. SEGMENTED DISCLOSURES

The Trust owns, develops, manages and operates shopping centres located in Canada. Management, in measuring
the Trust’s performance, does not distinguish or group its operations on a geographical basis. Accordingly, the Trust
has a single reportable segment for disclosure purposes in accordance with GAAP.

| No single tenant accounted for 109 or more of the Trust’s rental revenue.

Additienal information on the Trusts activities from continuing operations in Canadian provinces with more than
109 of rental revenuc or net carrying amount of income properties was as follows:
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Rental reveaue

Three months ended September 30,

Nine months ended September 30,

Province 2004 2005 2006 2005
Outario $ 90,576 3 86,324 $ 268,326 $ 264,102
Quebec 23,950 21,354 71,350 65,607
Alberta 14,534 11,921 42,200 35,292
All others 16,279 14,397 47,415 44,885
$ 145,339 $ 133,99 § 429,291 $ 409,886
Net carrying amount of incame properties
September 30, December 31,
Province 2004 2005
Ontario $ 2,433,820 $ 2,402,488
Quebec 658,468 660,223
Alberta 461,508 378,813
All others 462,081 433,203
o T $ 4016277 S 3,874,727

18. CONTINGENCIES AND COMMITMENTS

{8} Guaraniees

' The Trust has provided guarantees to third parties on behalf of RioCan’s partners and co-owners for their share of

mortgages payable. The Trust’s guarantees remain in place for certain debts assumed by purchasers in connection

| with property dispositions, and will remain until such debts are refinanced or extinguished or the lenders agree to
release the Trust's covenants. Recourse would be available to the Trust under these guarantees in the event ofa
default by the borrowers, in which case the Trust would have a claim against the underlying real estate investments.
AL September 30, 2006 such guarantees amounied to $559,000,000 and expire between 2006 and 2034, No liability
has been recognized in these financial statements as the estimated fair value of the borrowers’ interests in the real
eslale investments was greater than the mortgages payable for which the Trust provided guarantees.

{b} Contractual ebligations on real estate investments

(i) The Trust has entered into an agreement to acquire three real estate investments and a 50% interest in one real estate
investment These acquisitions are being completed in stages as leasable area is occupied by tenants. The purchase
. prices are determined by valuing such areas at predetermined multiples of net operating income, plus predetermined
per square foot amounts for vacant space and additional buildable density. At any time during the two years
following the completion of the 50% owned real estate investment, the vendor has the right to sell the whole or
part of its 509% interest to the Trust at fair market value. At September 30, 2006 the estimated remaining obligations
under this agrecment for the years ending December 31 were: 2006 — $88,000,000; and 2007 — §103,000,000.

{i)  The Trust entered into an agrecment to dispose of interests (ranging from 22.5% to 50%) in three real estate
invesuments, establishing the first investment resulting from a co-ownership arrangement entered into by the
Trust with the purchaser in October 2004. These dispositions are being completed in stages as leasable area is
occupied by tenants, The sale prices are determined by valuing such areas at predetermined multiples of net
operating income, plus predetermined per square foot amounts for additional buildable density. At
Scptember 30, 2006 the estimated remaining selting prices under this agreement for the years ending
[December 31 were: 2006 — $36,000,000; 2007 ~ $64,000,000; and 2008 — $34,000,000.

{c) Costs to completa real esiata invasiments

At Septernber 30, 2006 the estimated costs to complete real estate investments currently under development for the
- years ending December 31 were: 2006 — $46,000,000; 2007 — $174,000,000; and 2008 — $42,000,000.
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RioCan Real Estate Investment Trust

MANAGEMENT'S DiscussION AND ANALYSIS

Exemption File Number 82-34916

» o o » 4

The terms “RioCan’, “the Trust”, “we”, “us” and “our” in the following Management’s Discussion and Analysis
{(“MDeA”) refer to RioCan Real Estate Investment Trust and its consolidated financial position and results of
operations for the three and nine months ended September 30, 2006 and 2005, Our MDA dated November 3, 2006
shouldd be read in conjunction with our interim consolidated financial statements for the three and nine months ended
September 30, 2006 and 2005. Our MD&A should also be read in conjunction with our consclidated financial
staternents and our MDA for the two years ended Decentber 31, 2005 and 2004, a copy of which can be obtained on
SEDAR ar www.sedar.com. Historical results and percentage relationships comained in our interim and annual
consolidated financial statements and MDEA, including trends which might appear, should not be taken as indicative
of our future operations.

Advisory: Certain information included in this MD&A contains forward-looking statements within the meaning of
applicable securities laws including, among others, statements concerning our 2006 objectives, our strategies to achieve
those objectives, as well as staterments with respect to management’s beliefs, plans, estimates, and intentions, and similar
statemcents concerning anticipn!cdfuturc events, results, circumstances, perfarmnnce or expectations that are not
historical facts. Forward-looking statements generally can be identified by the use of forward-loaking terminology such
as “outlouk’, “objective”, “may’, “will’) “expect”, “intend”, “estimate”, “anticipate”, “believe”, “should’, “plans™ or
“continue’, or similar expressions suggesting future outcomes or events. Such forward-looking statements reflect
management’s currens beliefs and are based on information currently available to management.

These statements are not guarantees of future performance and are based on our estimates and assumptions that are
subject to risks and uncertainties, including those described under Risks and Uncertainties in this MDA, which could
cause our actual results o differ materially from the forward-looking statements contained in this MDA, Those risks and
uncertainties include risks associated witl real property ownership, financing and interest rates, governmental regulations,
environmental matters, construction, and income taxes. Material factors or assumptions that were applied in drawing a
conclusion or making an estimate set out in the forward-looking information include that: the general economy remains
stalle; interest rates are relatively stable; acquisition capimlization rates are siable; compedtion for acquisitions of shopping
centres remuains intense; and equity and debt markets continue to provide access to capital, Although the forward-looking
information contained in this MDA is bused upon what management helieves are reasonable assumptions, there can be
no assurance that actnal results will be consistent with these forward-looking statements.

All forward-looking statements in this MD&A are qualified by these cautionary statements. Except as required by
applicable law, RioCan undertakes no obligation to publicly update or revise any forward-looking statement, whether
as a result of new information, future events or otherwise.

OVERVIEW

We are an unincorporated “closed-end™ trust governed by the laws of the Province of Ontario and constituted
pursuant o a Declaration of Trust (“Declaration™). We are publicly traded and listed en the Taronto $tock
Exchange under the symbol RELUN. We arc Canada’s largest rcal estate investment trust ("REI'T™) as measured by
the book value of our assets and total stock market capitalization.

At September 30, 2006:

*+ We had ownership interests in a portfolio of 194 shopping centres comprising 29.3 million square feet with a
portfolio cccupancy rate of 97.5%,

+ Development projects comprise 6.8 million square feet, of which our interest is 3.5 million square feet;

+ 83.1% of our annualized rental revenue was derived from, and 82.6% of our space was leased to, national and
anchor tenants;

* Over 51.9% of annualized rental revenue was derived rom our 25 largest tenants;

+ 12.4% of our annualized rental revenue came from national and regional grocery supermarket chains;

No individual tenant comprised more than 6% of the portfolio’s annualized rental revenuc;
* We had approximately 4,800 individual tenancies; and

+ We employed approximately 610 peaple.
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VisioN AND BUSINESS STRATEGY

Our purpose is te deliver 1o our unitholders stable and reliable cash distributions that will increase over the long
term. We do so by following a strategy of owning, developing, managing and operating Canadian retail real estate.

Qur core investment strategy is to focus on stable, low risk retail properties to satisfy our purpose of creating stable
and growing Distributable Income (*RIJ1”- a non-Canadian generally accepted accounting principle {(“GAAP™)
measure defined in our Declaration for which a reconciliation to net earnings and cash flow from operating
acli:\fities can be found in our discussion under Distributions to Unitholders).

Normally the tenants in our convenience-oriented shopping centres service the day-to-day needs of the general
population. Should vacancies occur in these types of centres, it is usually easier to find replacement tenants than in
shopping centres with more fashion oriented retailers. As a result, such convenience-oriented centres are relatively
stable and low risk retail propertics,

Based on Statistics Canada 2001 Census reparts, approximately 45% of the Canadian population resides, and 65%
of Canada’s population growth is occurring, in six Canadian high growth markets, being: Calgary, Alberta;
Edmonton, Alberta; Montreal, Quebec; Ouawa, Ontario; Torento, Ontario; and Vancouver, British Columbia. As
growth in population dictates growth in retail sales, which in turn results in more dernand for space and higher
rcuﬁs, increasingly our focus is Lo own propertics mainly in those Canadian high growth markets having in excess of
onc“.mi_llion people that have consistently experienced population growth. RioCan alse owns properties in strong
secandary markets which show population growth and where our goal is to own the dominant unenclosed centre(s)
in those markets. Examples are Kingston, Ontario and Quebec City, Quebec. However, the above focus will not
preclude our acquisition of stable and low risk retail properties outside high population growth areas.

. )
T'he specific retail assets in which we currently invest are:
= New format retail centres

New format retail centres are large aggregations of dominant retailers grouped together at high traffic and casily
accessible locations. These unenclosed campus-style centres are generally anchored by supermarkets and junior
department stotes and may include entertainment (movie theatres, large-format bookstores and restaurants) and
fashion components.

Neighbourhood convenience unenclosed centres

Neighbourhood convenience unenclosed centres are generally supermarket and/or junior department store
anchoered shopping centres, typically comprising between 60,000 to 250,000 square feet of leasable area. Other
convenience-oriented tenants generally include drug stores, restaurants and other service providers.

Urban retail properties

Urban retail properties are high-quality, innovative multi-level format retail centres, typically comprising 100,000
to 250,000 square feet, located in major urban markets. The centres are situated in high-density locations and
may sometimes be part of a multi-use complex.

For the nine months ended September 30, 2006, 62.4% of our rental revenue was derived from the six Canadian
high growth markets noted above.

Givén that we have a full range of real estate related in-house functional capabilities, we also enhance RDI by
feveraging these capabilities through pursuing opportunities where value-added potential exists. Such initiatives
would generally encompass the acquisition of properties that would not be core investments for RioCan and
undertaking redevelopment and/or repositioning activities with the intention of resale at the completion of the
value-added process. Additionally where we can help achieve other business objectives, we may consider properties
(or portions thercof) that would otherwise be core investments, as properties held for resale. Such initiatives may
be undertaken on our own or with partners and are further discussed under Properties Held For Resale.

The key measures by which management evaluates its success in the achievement of its objectives are the growth
and stability of: (i) RDI and (ii} cash distributions to unitholders. A review of these key measures is found in our
discussien under Distributions te Unitholders.
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MANAGEMENT'S Discussion AMD ANALYSIS

2006 Outlook

Our objectives for 2006 are to: (i} continue enhancing the quality of our real estate pertfolio as measured by the
stability, reliability and growth of the resulting cash flows; and (ii) achicve growth in RDI per unit,

Our ability to achieve these objectives has been dependant on the following assumptions:

» The general cconomy remains stable;

* Interest rates remain relatively stable;

+ Acquisition capitalization rates remain stable;

* Compelition for acquisitions of shopping centres remain intense; and

* Exquity and debt capital markets continue to readily provide access to capital.

Initiatives alrcady commenced by RioCan to pursue these objectives, while adhering to our strategy of owning
properties in Canadian high growth nwurkets as discussed above, include:

* New format retail development projects undertaken both with and without partners.

AL September 30, 2006 we had development projects that will upon completion comprise 6.8 million square feet,
of which our owned interest will be 3.5 million square feet (see Asset Profile and Property Operating Highlights).

+ Continued focus on land use intensification at our existing properties.

As a normal part of our business, we expand and redevelop our shopping centres (o create additional value (see
Asset Profile and Property Operating Highlights).

= Continuing to pursue strategic alliances with partners for both core investment opportunities and non-core
investment value-added activities.

RioCan and the Canada Pension Plan Investinent Board (“CPPIB") entered into an agreement for our first
strategic power centre joint venture (sec Assel Profile).

The achievement of our objectives is partially dependent on successful mitigation of business risks, which is
discussed below in Risks and Uncertainties. RioCan believes it has identified and mitigated such risks to the extent
practical and is committed to identifying and implementing the actions required to achieve its strategy.

ProprerTY OPERATING HIGHLIGHTS FOR THE THREE MONTHS ENDED SEPTEMBER 30, 2006
Porifolio Activity

Although the acquisition market remains extremely competitive, we acquired Impact Plaza, located in Surrey,
British Columbia. This 134,000 square foot unenclosed shopping centre is anchored by T&T" Supermarket, Sleep
Country and Pharmasave. Other national tenants include Moores Clothing for Men, Dollar Giant, M&M Meat
Shops and Mac’s Convenience Store. We also acquired Cherry Hill Shopping Centre, a 74,000 square foot Loblaws
anchored unenclosed shopping centre located in Fergus, Ontario.

On September 29, 2006, we completed the first component of our previously anrounced agreement to sell a 50%
interest in three new developments located in Calgary, Edmonton and Oakville 1o CPPIB. The first component
consists of approximately 168,000 square feet of newly completed retail space at RioCan Beacon Hill in Calgary, Alberta.

Upon full completion, RioCan Beacon Hill will comprise approximately 800,000 square feet including Costco and
Home Depot, both of whom are already open for business. Additional retailers who are already open include
Winners/HomeSense, Royal Bank, Linens *N Things, Golf Town, Michaels and The Shee Company. The
developmeat is essentially fully leased or comrnitted and will include other tenants such as Canadian Tire,
Reitmans, Roots, TD Canada Trust, Mark’s Work Wearhouse, Sport Chek, La Senza and other naticnal retailers. All
the properties are, and will continue Lo be, leased and managed by us.
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MANAGEMENT'S [DiSCUSSION AND ANALYSIS

Development Program

Over 6.8 million square fcet is under development in Ontario, Alberta and Quebec, of which RieCan'’s interest is
approximately 3.5 million square feet. In addition to the 6.8 million square feet of current developments, an
additional 3.9 million square feet is in the development pipeline. Third quarter activity highlights for some of these
projects, which are being developed by RieCan, include:

Ajox, Ontario — We have received site plan approval for the development adjacent to RioCan Durham Centre and
site work is well underway. Approximately 50% of the required 65,000 cubic metres of fill have been placed, with
completion of the pond retrofit program anticipated by the end of November. Construction of the buildings,
which are fully pre-leased to Bank of Montreal, Nike, The Keg, 2001 Audio Video and Ardene, is expected to
commience late November.

London, Cntario — We have completed the rough grading and underground servicing is nearing completion at
Summerside Shopping Centre, located at the intersection of Commissioners Road and Highbury Avenue. Major
retailers anchoring this 180,000 square foot centre include Loblaws (retailer owned) and Rona. Construction is
underway for a multi-lenant building that will feature First Choice Haircutters, Pizza Pizza, Starbuck’s, Pet Valu
and Dollar Blitz. Construction for Rona and Bank of Montreal will begin mid-November.

Milton, Ontario — Anchors Home Depot (retailer owned) and Galaxy Cinemas are now open for business at
RioCan Centre Milton, a 291,000 square foot new format retail centre. Construction is well underway for several
tenanis including Sleep Country, The Beer Store, Bosten Pizza, Casey’s, Mr. Greek, Super Cuts and Bank of
Montreal. Store openings will be phased-in over the remainder of the year and early 2007.

Ogkvifle, Ontario - Off-site and on-site work continues at RioCan Centre Burloak, a 551,000 square foot new
format retail centre located at the intersection of Burloak Drive and Queen Elizabeth Way. Upon full completion,
this centre will be auchored by Home Depot (retailer owned), Cineplex Odeon, Longo’s and Home Qutfitters.
RioCan has applicd for building permits for the first six buildings and construction is expected 1o commence
mid-November.

Edmonton, Alberta — Construction has been progressing well at RioCan Meadows, a 504,000 square foot new
format retail centre located at the corner of 17% Street and Whitemud Drive. The centre will be anchored by Real
Canadian Superstore {retailer owned) and Home Depot, and will be tenanted by, amongst others,
Staples/Business Depot, Mark’s Work Wearhouse, TD Canada Trust, Royal Bank of Canada and Alberta Treasury
Branch. Home Depot opened on October 24, 2006, and Staples/Business Depot and Mark’s Work Wearhouse are
expected to open late 2006,

ASSET PROFILE

tncome Properties

CQur income properties are comprised of two distinct components, being:

2.

Leng-lived income properties (those income properties consistent with RioCan'’s core investment strategy as
discussed above) including tangible and inlangible leasing costs; and

Properties held for resale (properties for which there is no intention of their being used on a long term basis, and
which are 1o be sold in the ordinary course of business) including propertics acquired or developed directly and
indirectly with partners.
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The changes in our net carrying amount of income properties were:

Three manths ended September 30, Nine menths ended September 30,
{thousands of dollars) 2006 2005 ) 2006 ' 2005
Balance, beginning of period & 3,937,134 $ 3,811,072 $ 3.874.727 $ 3,699,491
Acquisitions of income properties 64,250 163,845 140,399 296,449
Acquisition and development of
properties held for resale 10,621 18,564 22,242 25,833
Dispositions and impairment provisions
Income properties - (233,803) - (244,095}
Properties held for resale (21,622) (5,628) (50,617) . (35,848)
Tenant installation costs , 3,803 3,586 12,949 13,671
Completion of properties under development 37,928 27,081 124,751 89,271
Amortization expense (30,770) (26,931) (89,063) (84.952)
Other {5.067) (6,687) (19,111) (8,721)

- b - m——— — i

Balance, end of period § 4016277 S 3751099 S 4016277  § 3,751,099

1. longHived Income Properties (including Income Properties Held for Sale and Discontinued Operations)

Competition for retail real estate acquisitions remains intense. Many of cur acquisition opportunities are
transactions arising from our relationships with retailersftenants and partners.

During the third quarter of 2006 we acquired six shopping centres (including partial interests therein) aggregating
approximately 302,000 square [eet, ol which all but one property was located in one of the six high growth markets
discussed above. During the third quarter of 2005 we acquired nine shopping centres {including partial interests
therein) aggregating approximately 783,000 square feet located in the six high growth markets discussed above.

During the first three quarters of 2006 we acquired eight shopping centres (including partial interests therein)
aggregating approximately 598,000 square feet, of which all but one property was located in one of the six high
growth markets discussed above. During the first three quarters of 2005 we acquired 13 shopping centres (including
partial interests therein) aggregating approximately 1.4 million squarc feet located in the six high growth markets
discussed above.

In july 2005 we completed a portfolio disposition to Retrocom Mid-Market REIT (“Retrocom™) comprising seven
enclosed mid-market shopping centres for $182 million. As part of the transaction, Retrocom assumed the existing
mortgages rayable of $89.7 million (for which RioCan’s guarantee remains in place on mortgage payable
obligations of $70.8 million as detailed in Off Balance Sheet Liabilities and Guarantees) and we took back a $30
million convertible debenture secured by the seven properties with a three year term bearing interest at 4.5% per
annum. The balance of the purchase price was paid in cash. We will perform all property management functions
for this portfolio until July 2008. The operating results of these assets for periods up to the date of disposition are
included in discontinued operations.

The Retrocom transaction is consistent with our strategy of increasingly focusing on Canada'’s six high growth
markets (see Vision and Business Strategy above), given that six of the seven disposed properties were located in
smaller geographic markets.

In making an acquisition decision, we recognize that some property acquisitions require substantial capital
expenditures 1o enable them to compete effectively. We take these capital improvements costs into consideration at
the time of acquisition,

Our portfolic requires ongoing invesunents of capital for tenant instaliation costs related to new and renewal
tenant leases. Tenant installation costs consist of tenant improvements and other leasing costs, including certain
costs associated with our internal leasing professionals (primarily compensation costs).

2
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4
We also invest capital on a continuous basis to ensure the maintenance of the ongoing earnings capacity of our
income properties. Typical costs incurred are for roof replacement programs and the repaving of parking lots.
Tendnt leases generally provide for our ability 1o recover such costs from tenants as property operating costs.
Where such amounts are not recoverable under tenant leases, we expense or capitalize these amounts to income
properties, as appropriate. Expenditures for recoverable and non-recoverable maintenance capital for our income
properties were:

Three months ended September 30, Nine months ended September 20,

[thousands of doflars} 2006 2005 2004 2005
Maintenance capital

Recoverable from tenants . $ 1,895 $ 1,139 $ 2,484 $ 1,866

Non-recoverable 840 370 1,470 2,505

$ 2,735 $ 1,509 $ 3,954 $ 4,371

Based on our income property portiolio at September 30, 2006, we estimate that {(recoverable and non-recoverable)
annual maintenance capital expenditures are between $7.5 million and $8.5 million, which, amongsl other factors,
has been considered in establishing our distribution payout ratio.

Maintenance capital expenditures for our income properties are dependant upon many factors, including, but not
limited to, the number, age and location of the income properties in our portfolio. At September 30, 2006 the
estimated weighted average age of our income property porifolio was 12.5 years.

Co-Ownership Activities included in Long-Lived Incame Praperties

‘Co-ownership activities represent real estate investnents in which RioCan owns an undivided interest or where we
have joint control with our partners, We record vur proportionate share of assets, liabilities, revenue and expenscs
of all co-ownerships in which we participate.

We have joint invesiments with Kimco Realty Corporation (“Kimco”), a U.S, REIT listed on the New York Stock
Exchange, At September 30, 2006 these joint investments (“RioKim”) were comprised of interests in 34 properties
aggregating approximately 8 million square fect of which our book value was approximately $550 million. In certain
transactions RieCan provides guarantees on behalf of third parties, including certain paruers and co-owners for
their share of martgages payable. At September 30, 2006 RioCan, on behalf of Kimco, provided guarantees on $295.7
million of mortgages payable for Kimco's share of propertics held in RioKim, for which we receive guarantee fees.
Our strategic alliance with Kimeo provided that we grant them with a right of first refusal to provide 509 of the
funding for development and acquisition opportunitics in Canada undertaken by RioCan, which commitment
expired on January 18, 2003. RioCan continues to provide property management, development and leasing services
for all the properties that are owned by RioKim.

In Octobcr 2004 RioCan and CPPIB announced a strategic alliance to acquire, on a 50/50 basis, premier regional
power centres of 750,000 square feet or more of gross leasable area in Canada of which at least 500,000 square feet
are not owned by their occupants, 1t is the intention that properties acquired in this joint venture will remain core,
long term holdings for both RieCan and CPPIB, This strategic alliance provided that RioCan and CPPIB had a
mutual right of first refusal to acquire 50% of regional power centre investment opportunities in Canada
undertaken by either party for two years, which right expired in Qctober 2006. RioCan will provide property
rhanagement, asset management, leasing, development and construction management services for centres acquired
with CPPIB, The creation of this joint venture platform is important to RioCan not only for its future potential but
alsé in carrying forward aur strategy of creating reliable, long term third party streams of fee income.

During the second quarter of 2006 we entered into an agreement to dispose of interests (ranging from 22.5% to
50%) comprising approxiimately 536,000 square feet in three shopping centre developments, establishing the first
strategic power centre joint venture platform with CPPIB. These dispositions are being completed in stages as
leasable arca is occupicd by tenants. The sale prices are determined by valuing such areas at predetermined
multiples of net operating income, plus predetermined per square fool amounts for additional buildable density.
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At Scptember 30, 2006 the estimated selling prices under this agreement for the years ending December 31 were:
2006 ~ $36 million; 2007 — $64 million; and 2008 — $34 million. At September 30, 2006, $16.1 million of disposition
proceeds were received under this agreement and the resulting gains have been included in gains on properties held
for resale (see below).

2. Properties Held for Resale

As discussed above (sce Vision and Business Strategy) we have a strategy of leveraging our in-house real estate
experlise by pursuing opportunities where value-added potential exists, but the resulting assets would not be core
investments. Properties held for resale are properties to be acquired or developed for which we have no intention of
their being vsed on a long term basis and plan to dispose of such properties in the ordinary course of business. We
expect 10 earn a return on these assets through a combination of property operating income earned during the
relatively short holding period (and included in net earnings from continuing operations) and sales proceeds. No
amortization is recorded on properties held for resale.

The components of gains on propertics held for resale were:

Three months ended September 30, Nine months ended September 30,
{thousands of doflars) 2006 2005 2006 2005
Pt‘Oi.)CI‘l.[L‘S acquired or (re)developed
by us for resale without partners $ 2,617 $ 2,891 8 10,223 $ 19,660
Properties acquired or (re)developed for
resale with partners 4,824 — . 11,743 -

$ 7441 $ 2,891 $ 21,966 $ 19,660

Properiies acquired or (re)develaped for resale with partners

{a) Equity-accounted for investments

lEéuily investments comprise real estate investments where we exercise significant influence {but not control or
joint control) over the investment, and are accounted for using the equity method. This method adjusts the
original cost of our investment for RioCan’s share of nct earnings, capital advances and distributions receivable
or received. Equity-accounted for investments were $11.7 million at September 30, 2006 and $17.3 million at
December 31, 2005, .

We have a 15% cquity interest {$9.9 million at September 30, 2006) in RioCan Retail Value L.P. (“RRVLP™).
RRVLP was formed in August 2003 with a 60% participation by the Teachers Insurance and Annuity Association-
College Retirement Equities Fund (“TIAA-CREF”) and a 25% participation by the Ontario Municipal Employees
Retirement System. The business of RRVLP is 1o acquire underperforming shopping centres in Canada that have
the potential for significant value-added, redevelopment or repositioning opportunities and then to dispose of
these assels over a number of years.

At September 3, 2005 the partners had committed the full capital resources of RRVLP, which capital was
invested in 12 centres aggregating approximatety 3.4 million square feet. By September 30, 2006 six propertics
had been sold, four during the first three quarters of 2006 (ol which RioCan’s 15% share of disposition gains was
$7 million) and one property was sold during the third quarter of 2006 (of which RioCan’s share of the
disposition gain was $2.5 million}. The partners have agreed to monetize all remaining investments in RRVLP by
November 2009,

RRVLP provides RioCan with a vehicle that enables it to benefit as a minority investor in pursuing value-added
“opportunities and 1o earn assel management, property management, development and leasing fees in addition to
incentive compensation for out-performance.

During 2005, we completed two transactions (at market terms and conditions) with RRVLP. As we account for
RRVLP using the equity method, these transactions are considered related party transactions. Details of these
transactions are as follows;

tw
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» Disposition of property portfolio to RRVLP

1. Three long-lived income properties were disposed of during 2005 for proceeds of $61.8 million, for which
we recognized an impairment provision of approximately $2.2 million which is included in the $5 million of
impairment provisions reported in net earnings frem continuing operations for the nitte months ended
September 30, 2005.

2. One property held for resale was disposed of during 2005 for proceeds of $21.5 millien, including the
assumption of a mortgage payable of $12 million by RRVLP, resulting in a gain of $4 million. Our guarantee
remains in place on this mortgage payable.

+ Acquisition of income property from RRVLP

-During the third quarter of 2005 we acquired an income property from RRVLP for a purchase price of $25.5
‘million, including the assumption of a mortgage pavable of $11.2 million.

(b) Co-ownership investments

Tn the first quarter of 2006 RioCan and TIAA-CREF announced the formation of a new joint venture named
RRVLP II. The purpose of RRVLP 11 will be 1o invest in assets with a predominantly retail component where
RioCan believes it can undertake value-added activities to increase the operating income of a property and then
to dispose of these asscts over a period of five years. Such value-added activities may include: remerchandising
the asset to enhance the overall tenant mix; realizing on expansion or redevelopment opportunities; solidifying
the income (rom the existing tenant base; extending the terins of the existing tenant base; and increasing the
proportion of national and anchor tenants,

Since forming this joint venture, competition for this type of retail real estate product has further intensified. As
a result, RioCan and TIAA-CREF have agreed to suspend their obligations to each other relating to this co-
ownership until September 2007, at which time the parties will reassess their plans.

Properties Under Davelapment

We have a development program primarily focused on new format retail centres. The provisions of our Declaration
have the effect of limiting direct and indirect investments (net of related mortgage debt) in non-income producing
properties to no more than 15% of the book value of unitholders’ equity. Such developments may also be
undertaken with established developers cither on a co-ownership basis or by providing them with mezzanine
financing. Generally we will not acquire or fund significant expenditures for undeveloped land unless it is zoned
and an acceptable level of space has been pre-leased/pre-sald. An advantage of unenclosed, new format retail is that
it lends itself te phased construction keyed to leasing levels, which avoids the creation of meaningful amounts of
vacanlt space.

As a normal part of our business, we also expand and redevelop existing shopping centres to create additional value.

The costs related Lo these (re)development activities are comprised of acquisition costs, external and internal costs
directly related to the development and initial leasing of the propertics, including applicable salaries and other
direct costs, property taxes, and interest on both specific and general debt.
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The changes in the carrying amount of our properties under development were:

Three months ended September 30,

Nine months ended September 30,

{thobsands of dollars) 2006 2005 2006 2005
Balance, beginning of period § 242,789 § 164,944 $ 218,265 $ 129,791
Acquisitions and expenditures 26,917 43,536 103,913 126,586
Cornpletion of properties under development (57,928) (27,081} (124,751) (89,271)
Other 3,832 339 18,183 14,632
Ralance, end of period $ 215610 $ 181,738 $ 215,610 $ 181,738

. Molﬁgages and Laons Receivoble

The components of our mortgages and loans receivable were:

At September 30,

At December 31,

{thousands of doffars) 2006 2005
Co-owners $ 41,360 $ 27,908
Vendor-take-back and other 65,529 43,930
Participating - 3,176

$ 106,889 $ 75,014

Mottgages and loans receivable from co-owners bear interest at rates ranging between 4.15% and 18% per annum
with a weighted average quarter end rate of 7.96% per annum. The mortgages and loans receivable from co-owners
mature between 2006 and 2015, Prior to maturity, the mortgages and loans receivable from co-owners will also be
repaid from the cash flows generated from operating and capital transactions refating to the underlying properties.

Vendor-take-back and other mortgages and loans receivable bear interest at rates varying from 4.5% to 109% per
annum with a weighted average quarter end rate of 5.3G% per annum. Future repayments over the next five years

were as follows:

{thousends of dollars) Total
Year ending December 31, 2006 $ 11,901
2007 4,669

2008 30,081

2009 87

2010 5,853

Thereafter 12,938

$ 65,529

b
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The changes in the carrying amount of our mortgages and loans receivable were:

Three months ended September 30, Nine months em:‘led Seplember 30,
{thousends of dollars) 20064 2005 2006 2005
Balance, beginning of period $ 93,559 $ 51,730 $ 75.014 $ 42,629
Principal advances 9,345 19,931 61,452 42,526
Mortgages and loans taken back on
property dispositions 6,233 30,000 17,698 37.962
Principal repayments (3,229) (9,581} (49,390) (30,081)
Interest receivable and other 981 112 2,115 (844)
Balance, end of period $ 106,889 $ 92,192 $ 106,889 $ 62,192

Mortgages and loans receivable advances and repayments for properties held for resale are included in cash flows
from operating activities (see Sources and Uses of Cash below).

CaPITAL STRUCTURE
Debt

Standard & Poor’s Ratings Services (“S&P”) and Dominion Bond Rating Service Limited (“DBRS”) provide ¢redit
ratings of debt securitics for commercial entities. A credit rating gencrally provides an indication of the risk that the
borrower will not fulfill its obligations in a timely manner with respect 1o both interest and principal commitments.
Rating categories range from highest credit quality (gencrally AAA) to default in payment (generally D). At September
30, 2006 and Decenmber 31, 2005; (i) S&P provided us with an entity credit rating of BBB and a credit rating of BBB-
relating to RioCan'’s senior unsecured debentures payable (“debentures™); and (ii) DBRS provided us with a credit
rating of BBB (stable} relating to RioCan’s debentures. A credit rating of BBB- or higher is an investment grade rating
and is generally an indication of adequate credit quality as defined by both S&P and DBRS.

RioCan’s Declaration provides for maximum total debt levels up to 60% of Aggregate Asscts {defined in the

Declaration as total assets plus accumulated amortization of income properties). At September 30, 2006 our

indebledness was 56.2% of aggregate assets and we could therefore incur additional indebiedness of $457.5 million

and still not exceed a 60% leverage limit. As a matter of policy, we would not likely incur indebtedness much beyond

58% of Aggregate Assels as any excess may not be favourably reviewed by the above rating agencies.

Revolving lines of Credit

At September 30, 2006 we had the following two revalving lines of credit in place with major Canadian chartered banks:

« One revolving line of credit has a maximum loan amoeunt of $120 million, against which $34.3 million of letters
of credit (“L.C”) were drawn (but no cash advances). This facility is secured by a first charge against certain
income properties. Should the aggregate agreed values for lending purposes of suci properties fall below $120
million (through reappraisal or sale of the property providing the security}, RioCan has the option to pravide
substitute income properties as additienal security.
This facility is for general business purposes and is due on demand (we would have up to six months 1o repay the
facility provided we are not in default). This facility bears interest at the bank’s prime rate or, at our option, the

banker’s acceptances rate plus 19. Aside from the requirement to not exceed the 60% leverage limit required by
our Declaration, this facility is subjecl to customary terms and conditions.

+ We have a 50% interest in the RioKim LC facility, which provides for a maximum amount of $7 million against
which $3.9 million of 1.Cs were drawn. This facility is subject to repayment not later than one year from the date
of issuance of an L.C. .

Debeniures Payable

At September 30, 2006 we had seven scries of debentures outstanding totaling $870 million as compared to five
series of debentures outstanding totalling $670 million a1 December 31, 2005.

There were na debenture transactions during the third quarter of 2006 and 2005.
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During the first nine months of 2006 we compteted the fellowing debenture issue transactions;

* On February 7, 2006 we issucd $100 million Series [ debentures, maturing February 6, 2026, bearing interest at
5.953% per annum, payable semi-annually. These debentures have a different covenant patiern than all of our
other outstanding series, the key difference being that we have the right at any time to convert these debentures
1o mortgage debt (subject 1o the acceptability of the security given (o the debentureholders). In such event, the
covenants relating to our 60% leverage Fmit, minimum book equity and interest coverage ratio would be
climinated for this debenture; and

s On March 24, 2006 we issned $100 million Series | debentures, maturing March 24, 2010, bearing interest at
1.938% per annum, payable semi-annually.

During the first nine months of 2005 we:
(i) rédeemed the following series of debentures:

+ $13.7 million Series A at a redemption price of $109.809 per $100 principal amount for cash consideration of
$15 million;

+ 8125 million Series C at a redemption price of $103.797 pet $100 principal amount for cash consideration of
$129.7 million; and

* $150 million RealFund Series A at a redemption price of $108.423 per $100 principal amount for cash
consideration of $162.6 million.

The above first quarter 2005 debenture redemptions, coupled with the repayment on maturity of the April 25,
2005 Series b debentures, resulted in eliminating covenant patterns of the Series A, B, C and RealFund Series A
debentures, which could have had the effect of limiting us to a 55% leverage limit. These debenture redemption
transactions do not typily RioCan’s normal business activities and are not expecied to recur on a regular basis.
These debenture redemption transactions required RioCan 10 recognize in net earnings the costs of early
extinguishment of debentures payable of $20.5 million.

(ii) completed the following debenture issuances:

- On January 4, 2005 we issued $E10 million Series E debentures, maturing January 4, 2008, bearing interest at
3.85% per annum, payable semi-annually;

* On March 8, 2005 we issued $200 million Series I debentures, maturing March 8, 2011, bearing interest at
4.91% per annum, payable semi-annually; :

. '.On March 11, 2005 we issued $150 miltion Serics G debentures, maturing March 11, 2013, bearing interest at
5.23% per annum, payable semi-annually; and

. :On June 12, 2005 we issued $100 million Series H debentures, maturing June 12, 2012, bearing interest at
4.70%, payable semi-annually.

Mortgages Payable

At Séptcmbcr 30, 2006 we had morigages payable outstanding of $1.84 billion as compared to $1.75 billion at
December 31, 2005. The vast majority of our mortgage indebledness provides recourse to the assets of the Trust (as
opposed to only having recourse to the specific property charged). We follow this policy as it generally results in
lower interest costs and higher loan-to-value ratios than would otherwise be oblained.

Al September 30, 2006 the contractual interest rates on our mortgages payable ranged from 4.76% to 11.88% per
annwn with a quarter end weighted average interest rate of 6.66% per annum. The cost of income properties
includes the differential between contractual and market interest rates on long term debt assumed by us at
acquisition of our income properties. Calculated on this basis, we have a September 30, 2006 quarter end weighted
average interest rate of 6.46% per annum on our mortgage indebtedness.
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Changes in the carrying amount of our mortgages payable resulted primarily from:

Three months ended September 30,

Nine months ended Sepiember 30,

{thousand's of dellars) 2006 2005 2006 2005
Balance, beginning of period 1,756,412 $ 1,746,518 $ 1,753.277 $ 1,765,699
Borrowings:

New . 128,146 90,665 227,820 192,626

Assumed on the acquisition of propertics 11,929 29.673 11,929 54,343
Principal repayments:

Scheduled amortization (13,024) (11,568) (35279) (33,287)

Al maturity or carly repayment (42,579) - {48,105) (116,863) (146,737)
Assumed by purchasers en dispositions

of properties - (89,713) - (115,174)

Balance, end of period 1,840,884 $ 1,717,470 $ 1,840,884 $ 1,717,470

Mortgages and loans payable advances and repayments for properties held for resale are included in cash flows

from operatling activities (see Sources and Uses of Cash below).

Aggregote Debt Molurities

On a combined basis, our mortgages and debentures payable bear a September 30, 2006 quarter end weighted
average contractual interest raic of 6.12% with a weighted average term to maturity of 5.6 years, and had

repayments for the next five years as follows:

H

Scheduled Principal maturities

principal Mortgages Debentures
{thousands of dollars) omaortization poyable poyable Total
Year ending December 31, 2006 13,192 $ 9,442 $ - $ 22,634
2007 49,016 208,500 - — 257,516
2008 45,180 162,570 110,000 317,750
2009 42,737 208,272 110,000 361,009
B ) 2010 34,411 241,728 100,000 376,139
Thereafter 157,352 608,484 550,000 1,375,836
341,888 $ 1,498,996 $ 870,000 $ 2,710,884

We expect that all maturities will be refinanced or repaid in the normai course of business.

Trust Unifs

Unit issuances werc:

{rumber of units in thousands)

Uhits outstanding, beginning of period
Units issued:
Public offcring

Distribution reinvestinent and divect
purchase plans

it option plan

Three months ended September 30,

Nine months ended September 30,

Units outstanding, end of period

2006 2005 2006 2005
197,939 194,170 196,041 183,604
- - - 8,250

618 598 1,869 1,709

178 370 825 1,575
198,735 195,138 198,735 195,138
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All trust units outstanding have equal rights and privileges and entitle the halder thereof to one vote for each unit
at all meetings of unitholders.

We provide long term incentives to certain employees by granting options through a unit eptien plan. The options
granted permit employees to acquire unils at an exercise price equal 10 the market price of such units under option
al the date the option is granted. The objective of granting unit based compensation is to encourage plan members
to acquire an ewnership interest in us over time and acts as a financial incentive for such persons to act in the long
term interests of RioCan and its unitholders. At September 30, 2006, 5.8 million units remain available for issuance
under the unit option plan.

During the nine months ended September 30, 2006 and 2005 we granted 1.3 million unit options (no unit options
were granted in the third quarter of 2006 and 2005) under the unit option plan.

Additionally, we have a Restricted Lquity Unit (*REU”} plan which provides for an allotment of REUs to each
non-employee trustee. The value of the REUs allotted appreciate or depreciate with increases or decreases in the
market price of the Trust’s units.

Other Capital Cammitments and Estimated Cost to Complete
At September 30, 2006 our:

* estimated remaining commitments under agreements of purchase and sale for the years ending December 31
were as follows: 2006 — $88 million; and 2007 — $103 million.

« estimated costs to complete real estate investments currently under development for the years ending December
31 were as follows: 2006 — $46 million; 2007 — $174 millien; and 2008 — $42 million.

Off Balance Sheet Linkilities and Guarantess

At September 30, 2006 we had real estale investments accounted for using the equity method that could be viewed
to give rise to off balance sheet debt of $§19.7 million, which would have increased our indebtedness to 56.4% of
aggregale assets.

We have provided guarantees to third parties on behalf of certain RioCan partners and co-owners for their share of
mortgages payable as, amongst other reasons, it generally results in lower interest costs and higher loan-to-value
ratios than would otherwise be obtained. Qur guarantecs remain in place for certain debts assumed by purchasers
in connection with property dispositions, and will remain until such debts are refinanced or extinguished or
lenders agree 1o release RioCan’s covenants. Recourse would be available to us under these guarantees in-the event
of a default by the borrowers, in which case we would have a claim against the underlying real estate investments,
At September 30, 2006 such guarantees amounted to $559 million and expire between 2006 and 2034. We
determined that the estimated fair value of the borrowers’ interests in the real estate investments was greater than
the mortgages payable for which we provided guarantees, and therefore we did not provide for any losses on such
guarantees in our interim consolidated financial statements.
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At September 30, 2006 the parties on behalf of which we had outstanding guarantees were:

{thousands of dollars)

Partners and co-owners ‘
Kimco $ 295671

Trinity Development Group Inc. 63,510
Other 26,738
Assumption of mortgages by purchasers on property dispositions
Retrocom 70,771
RRVLP ! 11,707
Other 90,428
§ 558,825
Lquidity

Liquidity refers to our having and/or generating sufficient amounts of cash and equivalents to fund our ongoing
operational commitments, sustain distributions 1o unitholders and the planned growth in our business.

As discussed under Distributions to Unitholders, RDI is intended to be a measure of our operating performance.
Qur Declaration requires us to distribute to our unitholders at least 80% of our RDI, determined annually.

We retain a portion of our RID (determined annually) to help fund ongoing maintenance capital expenditures and
tenant installation costs, amongst other ilems. Unitholder distributions reinvested through the distribution
reinvestment and direct purchase plans also contribute 1o meeting such requirements.

Cash on hand, borrowings under our revolving credit facilities, and access to equity and debt capital markets also
provides the necessary liguidity to fund our ongoing and future capital commitments and obligations. At
September 30, 2006 we had:

¢ cash and short-term investments of $80.5 million;
* $87.3 million of available undrawn bank lines of credit;

+ indebtedness of 56.2% of Aggregate Assets and we could therefore incur additional indebtedness of
$457.5 millien and stili not exceed our 609 leverage limit; and

* ubitholder distributions reinvested through the distribution reinvestment and direct purchase plans of
$40.2 million (representing 21% of total distributions to unitholders) for the nine months then ended
compared against $32.4 million (17.6%) for the comparative period of 2005.
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Sources Anp Uses OF CasH

A summary of certain components of our Statements of Cash Flows included in our interim consolidated financial

stiatciments were;

Cash flow providad by {used in)

Three months ended Seplember 30,

Nina months ended Sepiember 30,

{thousand's of dollars} 2004 2005 2006 2005
Operating activities before undernoted $ 70,237 $ 68,473 $ 202485 $ 205726
Change in operaling asscts and liabilities (13,714) {9,328) (28,611) (23,407)
Adjustment of gains on propertics held

for resale to cash basis 15,700 4,510 41,547 2,054
Acquisition and development of properties held

for resale, net of related financing and other (7,456) (10,691) (19,084) (14,718)
Cash flow provided by aperoting odivities  § 64,767 $ 52,964 $ 196,337 $ 169,655
Acquisition of, and capital expenditures on,

income properties and propertics

under development $ (65,499) §  (159,428) $  (241,108) 8 (361,516)
Tenant installation costs (4,612) {4,288) {11,987) (12,737)
Mortgages and loans receivable,

net of repayments (4,293) {11,662) {18,402) (27,368)
Investments - 15,435 2,262 -
Proceeds from dispositions of

income properties - 108,527 - 108,602
Cosh How used in investing aclivities ) (74,404) $ (51,416) 5 (269,235) $ (293,019
Mortgages payable, net of repayments $ 72,123 $ 31,530 $ 72,616 $ 13,031
Debentures payable, net including :

early extinguishmemts - - 198,548 192,775
Distributions to unitholders (63,912) (61,741} {190,921) {185,926)
Issuance of units 15,464 16,497 50,331 187,029
Cash flow provided by {used in) )

finoncing octivities 8 23,675 $ (13,714) $ 130,574 $ 206,909
Increase [decrease) in cash and equivalents 14,038 (12,166} 57,676 83,545
Cash and equivalents, beginning of period 66,512 117,129 22.874 21,418
Cash and equivalents, end of periad $ 80,550 $ 104,963 $ 80,550 $ 104,963
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Cash Flow Provided by Operating Activities

Changes in cash flows relating to operating assels and liabilities resulted primarily from:
Cash flow provided by (used in) Three months ended September 30, Nine months snded September 30,
{thousands of doflars} 2006 2005 2006 2005

Excess of property tax installments paid over ‘

collections pursuant to tenant leases $  (5.838) $ (4,368) $ (14,134) % (9,999)
Qut-performance incentive fees which have

been carned in the current pericd but

have not yet been received in cash in

accordance with related agreements (2,152) (931) (7,144) (904)
Excess of debenture interest payments over

interest expense deducted in current

period nel earnings (8,438) (5,751) (4.751) {7.223)
Excess (deficiency) of rental revenue collected in

cash over rental revenue recorded in current

period net earnings 1,785 2,807 (1,716) (3,965)

Othet 929 {1,082) (866) (1,316)
$ {13714y s (9328) S (28611} §  (23,407)

Property taxes are typically recoverable by us under tenant leases. Such recoveries are normally collected in equal
monthly installments, except for anchor tenants where recovery generally occurs when the property tax installments
are paid by us, Although we experience fluctuations in cash oulllows related Lo property tax installments during the
vear, in general such recoveries are substantially collected from tenants by the end of the year.

As previously discussed under Income Properties, we also leverage our in-house expertise by adding value 1o
properties held for resale and realizing on that value creation in the short-term through such asset dispositions.
Where we own these trading assets with partners, we typically also earn an out-performance incentive fee for
exceeding agreed upon benchmarks. While income from these programs is recurring, gains and related performance
fees (being disposition-dependant) are not necessarily earned in consistent amounts in each and every quarter.
Additionally, out-performance incentive fees in some cases may be earned but not vet collectible in cash in
accordance with related agreements. The result is that we generally experience quarterly fluctuations in cash flows
from operating activities relating to propertics held for resale and fee income.

Cash Flow Used in Invesling Aclivities

Changes in cash flows relating to investing activities are discussed under Asset Profile.

Cash Flow Provided by Financing Activities

Changes in cash flows relating 1o morigages and debentures payable are discussed under Debt,

Changes in cash flows relaling to issuance of units are discussed under Trust Units.
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Distributions to Unitholders

Distributions te our unitholders were:

Three months ended September 30, Nine months anded September 30,

{thousends of dolfars) . 2006 2005 2006 2005
Distributions to unitholders s 63,996 $ 62,330 $ 191,209 $ 183,953
Distributions reinvesied through the

distribution reinvestiment and direct |

purchase plans (13,230) (12,224} (40,162) (32,364)
Net cash outflow from distributions

to unitholders 3 50,766 $ 50,106 $ 151,047 5 151,589
Percentage distributions reinvested through

the distribution reinvestiment and direct

purchase plans 21% 20% 21% © 18%

S&P and DBRS provide stability ratings for REITs and income trusts. A stability rating generally provides an
indication of both the stability and sustainability of distributions to unitholders.

S&P’s rating categories range from the highest level of distributable cash {low generation stability relative to other
income funds in the Canadian markel place (SR-1) to a very low level of distributable cash flow generation stability
refative to other income funds in the Canadian market place (SR-7). RioCan’s S&P stability rating at September 30,
2006 and December 31, 2005 was SR-2. This rating category reflects a very high level of distributable cash flow
generation stability relative to other income funds in the Canadian market place.

DBRS’s rating categories range from highest stability and sustainability of distributions per unit (§TA-1) to poor
stability and sustainability of distributions per unit {STA-7). At September 30, 2006 and December 31, 2005 RioCan
had a DBRS stability rating of STA-2 (low). This rating category reflects very good stability and sustainability of
distributions per unit.

Commencing with the October 2006 distribution (payable in November 2006) monthly distributions te unitholders
were increased to $0.11 per unit from $0.1075 per unit. This increase of 3 cents per unit on an annualized basis will
increase RioCan’s annualized distribution to $1.32 per unit from $1.29 per unit.

Out Declaration requires us 1o distribute to our unithelders at least 80% of our RDI, determined annually.
Retention of RDI is desirable to ensure that we maintain adequate reserves 1o meet all of our financial obligations,
and fund ongoing capital requirements and future growth.

R is intended to be a nieasure of RioCan's operating performance. RDI is a non-GAAP measure and should not
be construed as an alternative to net carnings or cash flow from operating activities determined in accordance with
GAAPD. Qur method of calculating R differs from certain other issuers’ methods and accordingly, RDI as we
report may not be comparabie to other issuers.

Our RDI is defined by our Declaration and is calculated as consolidated net earnings adjusted for: (i} non-cash
items (such as building and {easing cost amortization, the impact of straight-line rent {calculated as the straight-
line rental adjustment, less provisions for potentially uncollectible amounts, and adjusted for the notional effect of
capitalized free rent which we no longer record effective January 1, 2004) and market rent differentials); (ii) itemns
not representative of operating performance (such as gains (losses) on disposals of long-lived income properties);
and (iii) any amount (including, without limitation, reserves, provisions and allowances) which the Trustees in
their discretion determine to be appropriate.

RioCan’s Declaration did not provide specific guidance for costs resulting from the first quarter 2005 early
extinguishment of debentures and our Trustees determined that our exclusion of these early extinguishment costs
from the determination of RIDI was appropriate in that such costs were not representative of: (i) RioCan’s ability to
earn and distribute cash to unitholders; and (ii) its ongoing operating performance.
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Our RDI was:

Three months ended Seplember 30,

Nine manths ended September 30,

{thousands of dollars, excep! per unit amounts} 2008 2005 2006 2005
Net earnings $ 41,763 $ 40,142 $ 120,377 $ 95,266
Amortization of tangible capital assets 21,913 20,078 64,969 62,139
Arnortization of tangible leasing costs 5,477 3,880 14,550 12,992
Amortization of intangible leasing costs 3.643 3,323 10,633 10,733
[mpact of accounting for rental revenue on a

straight-line basis (1,081) (1,276) (3,301) (5,019).
Unit based compensation expense 851 493 2,067 1,288
Amortization of the diftferential between

contractual and markel rents on in-place leases (110) 139 {276) 36!
Imipairment provisions - 1,901 - 10,685
Costs of early extinguishment of

debentures payable - - - 20,549
RDI 72,456 68,680 209,019 208,994
Retention of RIDI (8,460) (6,350} {17,810) (25,041)
Distributions to unitholders $ 63,996 8 62,330 $ 191,209 $ 183,953
Per unif
RD1I $ 0.3650 $ 0.3525 $ 1.0573 $ 1.0792
Retention of RI21 (0.0425) (0.0325) {0.0898) (0.1292)

3

Distribhutions to unitholdars $ 0.3200 $ 0.9500

0.3225 $

0.9675 $

A reconciliation of cash flows provided by operating activities {see Sources and Use of Cash above) to RDI was:

Three months ended September 30,

Nine months ended September 30,

{thousends of dollars) 2004 2005 2006 2005
Cash flow from operating activities 3 64,767 s 52,964 $ 196337 5 169,655
Change in operating assets and liabilities 13,714 9,328 28,611 23,407
Adjustment of gains on properties held

for resale to cash basis 15,700 4,510 41,547 2,054
Acquisition and development of properties held

for resale, net of related financing and other (7.456) (10,691) {19,084) (14,718)
Other 2,219 207 6,534 3,268
R 72,456 68,680 209,019 208,994
Retention of RIJ (8,460) (6,350) (17,810) {25,041}
Distributions to unitholders $ 63,996 $ 62,330 $ 191,209 $ 183,953

Our Declaration specities that the amount of RDI we retain be determined annually. This is appropriate since, as
discussed under Sources and Uses of Cash, we generally experience quarterly fluctuations in cash flows from
operating activitics, including these relating to properties held for resale and out-performance incentive fees.
Additionally, we experience quarterly (luctuations in operating cash flows primarily related to the timing of
debentures payable interest payments and property tax installments during the year. In addition to retained RDI,
unitholder distributions reinvested through the distribution reinvestrnent and direct purchase plans also contribute

in meeting ongoing funding requirements.
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Resutrs Or OpeERATIONS

The specific components of net earnings for cach respective period were:

Three months ended Nine months ended
September 30, Increase September 30, herease
{thousands of dollars, except per unil amaunts) 2006 2005  |decrease) 2006 2005  (decrease]
Revenue
Rentals $ 145339  § 133996 8%  § 429,291 § 409,886 5%
Fees and other 5,129 9,773 {484%) 16,891 19,987  (15%)
Interest 2,817 3,153 {1196} 7,170 6,894 4%
Gains on properties held for resale 7,441 2,891 157% 21,566 19,660 12%
Total revenue ° 160,726 149,813 475,318 456,427
Expénses
Property operating, costs 16,151 42,619 8% 141,387 135,780 4%
Interest 36,345 33,938 7% 106,079 102,154 4%
General and administrative 5,697 4,463 28% 18,412 13,634 35%
Amortization 30,770 26,931 1% 89,063 81,804 9%
:I'otal expenses 118,963 107,951 354,941 333,372
41,763 41,862 120,377 123,055
Impairment provisions - - - - (4.984) (1009}
Caosts of carly extinguishiment of
debentures payable - - - - (20,549) (100%)
Nci carnings from continuing operations 11,763 11,862 120,377 97522
Discontinued opecrations - (1,720)  (100%) - (2,256) (1009%)
Net earnings $ 41,763 § 40,142 4%  $ 120377 § 95266  26%
Met samings per unit - basic and diluied
Continuning operations $ 021 § 0.22 (5%) § 061§ 0.50 22%
Discontinued operations - (0.01) (100%) - (0.01) (1009%)
021 3§ 0.21 - & 061 § 0.49 24%

Net carnings .8

Revenus frem Cominuing Operations
Rentals

Rental revenue includes all amounts earned from tenants related to lease agreements, including property tax and
operating cost recoveries. The increases during the periods were consistent with the full period impact of net
acquisitions and completed (re)developments of income properties during 2006 and 2005,

Fees and Other Income

We hold certain of our interests in various real estate investments through co-ownerships and investments
accounted for by the equity method. Generally, we provide asset and property management scrvices for these
investments for which we earn market based fees.

As discussed under Sources and Uses of Cash, where we own trading assets with partners we typically also earn an
out-performance incentive fee for exceeding agreed upoen benchmarks. While income from these programs is
recurring, gains and related perforinance fees (being disposition-dependant} are not necessarily earned in
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consistent amounts in each and every quarter. The result is that we generally experience on a quarterly basis
fluctuations in our gains from propertics held for resale and fees and other income.

The significant sources of fees and other income were:

Three moaths ended Nine months ended )
September 30, Increase September 30, Increase
{thousonds of dollars) 2006 2005  |decrease} 2006 2005  {decrease]
Property and asset management $ 3300 $§ 2,720 21% $ 8705 § 6922 26%
Disposition-dependant performance
fees and other 1,829 7.053 (7490) 8,186 13,065 {3796}

$ 5120 § 9773 (48%) § 16891 § 19987  (15%)

Interest fncome

The changes during the periods in interest carned primarily resulted from higher mortgage and loan receivable
balances during the periods.

Expenses from Continving Operations

Praperty Operating Cosfs

Property taxes and operating costs are generally recoverable by us under tenant lease agreements (see Rentals
above). The significant componenls of property operating costs were:

Three months ended Mine months ended
September 30, September 30, ‘
{thousands of dollars) 2006 2005 Increase 2006 2005 Increase
Property taxes $ 29449 5 27245 8% $ B9019 $ 83,635 6%
Other property operating costs 16,702 15,374 9% 52,368 52,145 0%
$ 46,151 § 42,619 8% % 141,387 § 135780 4%

The changes during the periods were consistent with the full peried impact of net acquisitions and completed
(re}developments of income propertics during 2006 and 2005,

Interest

The components of interest expense were:

Three months ended Nine months ended
Septembar 3Q, September 30,

{thausands of dollars) 2006 2005 Increase 2006 2005 Increase
Interest $ 40,540 §$ 36,664 1%  § 118,353  § 109,720 8%
Capitalized to real cstate investments (4,195) (2,726} (12,274) (7,566)
e - - e ——
Net interest expense $§ 36,345 8§ 33938 % § 106,079 § 102,154 1%
Percentage capitalized to real '

estate investments 10% 7% 109 7%

The increases during the periods in 1otal interest expense resufted primarily from higher debentures payable during
2006 as compared to 2005. The increased interest expense on this new debt was partially offset by reduced interest
expense resulting from scheduled amortizations of mortgage principal (see Debt).

The increase during the periods in amounts capitalized to real estate investments during 2006 as compared Lo the
same period in 2005 was commensurate with our increased investment in new format and urban retail developments.
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General und Administrative

Staffing and related costs for property manageinent aclivities are excluded from general and administrative expense,
and included in property operating costs. Additionally, incremental direct internal costs related to our development
activities {to the extent they are not capital expenditures on properties under development) and leasing activities
(to the extent that they are not included in tenant installation costs) are also included in property operating costs.

The components of general and administrative expense were:

Three months ended ‘ ' Nine months ended
September 30, September 30,
{thousands of dollars) 2006 2005 Incraase 2006 2005 Increase
General and administrative expense . $ 6,130 § 45977 23% § 19683 § 15216 29%
Capitalized to real estale investrnents (433) (514) {1.271) (1,582)

Net general and administrative expense 5697 § 4463  28% S 18412 § 1363  35%

Percenage capitalized to real
estate investinents 7% 10% 6% 10%

The changes during the periods in total general and administrative expense mainly resulted from increases in:
(i) $2.8 million {5989,000 for the third quarter) relating to staff levels and unit based compensation expense;
and (ii) $449,000 (851,000 for the third quarter) in statutory compliance and

governance related costs. '

The percentage of general and administrative expense capitalized to real estate investments during the periods
decreased primarily because the itemns that resulted in the increase in total general and administrative expense do
not relate directly to amounts that can be capitalized 1o real estate investments.

Amortization

The components of amortization expense were:

(i} Building amortization

Three months ended Nine months ended
. Seplember 30, September 30,
{thousands of dollars) 2006 2005 Increase 2006 2005 Increase
Building amortizatton $ 21,650 $ 19,678 10% $ 63,880 § 58739 9%
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The increases during the periods were consistent with the full period impact of net acquisitions and completed
(re)developments of income properties during 2006 and 2003,

(ii) Tangible and intangible leasing costs amortization

Three months ended Nine months ended
; September 30, September 30,
{thousends of dolars) 2004 2005 Increase 2006 2005 Increase

Amortization of tangible leasing costs
Amortization of tenant installation costs  $ 2661 § 1,972 . 35% ,$ 7404 § 6,689 119

Amortization of leasing costs identified
at acquisition and (re)development of .
income properties 2,816 1,958 44% 7,146 5951 . 209

Amortization of tangible leasing costs $ 5477 § 3930 ' 39% § 14550 § 12640 . 15%

Amortization of intangible leasing costs

Amortization of the value of in-place
leases and tenant relationships identified
at acquisition of income propertics $ 3643 § 3323 10% $ 10,633 § 10425 2%

For acquisitions initiated afier September 12, 2003 GAAP requires a compounent of the purchase price to be
allocated to tangible and intangible leasing costs.

Other ltems

Gains on properties held for resale and discontinued operations is discussed under Income Properties and costs of
early extinguishment of debentures payable is discussed under Debt.

RioCan may have transactions in the normal course of business with entities whose directors or trustees are also
our trustees and/or management. Any such transactions are in the normal course of operations and are measured at
market based exchange amounts, and are nol related party transactions for GAAP purposes.

i

Funps From OPERATIONS

Funds from operations (*FFQ"} is a supplemental non-GAAP financial measure of operating performance wiac]y
used by the real estate industry, The Real Property Association of Canada (“REALPAC™) defines FFO as: “Net
income {computed in accordance with GAAP), excluding gains (or impairineat provisions and losses) from sales of
depreciable real estate and extraordinary items, plus depreciation and amortization, plus future income taxes and
after adjustments for equity-accounted entities and non-controlling interests. Adjustments for equity-accounted for
entitics, joint ventures and non-controlling interests are calculated to reflect tunds from operations on the same
basis as the consolidated properties.”

We ‘consider FFO a meaningful additional mcasure of operating performance as it primarily rejects the assumption
that the value of real estate investments diminishes predictably over time and it adjusts for items included in GAAP
net earnings that may not necessarily be the best determinants of our operating performance (such as gains or
losses on the sale of, and provisions for impairment against, long-lived income properties).

FEQ is a non-GAAP measure and should not be construed as an alternative to net earnings or cash flow from
operating activities determined in accordance with GAAP. Our methad of calculating FFQ is in accordance with
REALPAC’s recommendations but may differ from other issuers’ methods and accordingly, may not be comparable
to FFO reported by other issuers.




MaNAGEMENT 'S Discussion AME ANALYSIS

A reconciliation of GAAP net earnings Lo FFO and RDI was:

) Three months ended September 30, Nine months ended September 30,
{thousands of dollars, except per unit cmounts) 2006 2005 2006 2005
Net earnings $ 41,763 $ 40,142 5 120,377 $ 95,266
Amortization of tangible capital assets 21,650 - 19,678 63,880 58,739
Amortization of tangible leasing costs 5,477 3,930 14,550 12,640
Amortization of intangible leasing costs 3,643 3.323 10,633 10,425
[mpairment prO\;isions, included in

continuing operations - - - 4,984
Discontinued operations:
Amortization - - - 3,148
Impairment provisions - 1,901 - 5,701
FFO 72,533 68,974 209,440 190,903
Impact of accounting for rental revenue
on a straight-line basis {1,082) (1,276) (3,30_1) (5,019}
Unit based compensation expense 851 493 2,067 1,288
Costs of early extinguishment of
debenlures payable - - - 20,549
QOther 154 489 813 1,273
RDI i $ 72456 S 68680 S 209019 § 208,994
Per unit
FFO per weighted average number of .
units outstanding $ 0.36 $ 0.36 $ 1.06 $ 0.99

As indicated in the above table, the primary differences between FFO and RDI were adjustments relating 10 the
impact of accounting for rental revenue on a straight-line basis, costs of early extinguishment of debentures
payzble, and unit based comnpensation expense.

SIGNIFICANT ACCOUNTING Policies AND ESTIMATES

Our unaudited interim consolidated financial staternents for the three and nine months ended September 30, 2006
and 2005 were prepared in accordance with GAAP. The significant accounting policies used in the preparation of
the interim consolidated financial statements are consistent with those reported in our audited consolidated
financial statements for the two years ended December 31, 2005 and 2004, The preparation of financial statements
in conformity with GAAP requires us to make estimates and judgments that affect the reported amounts of assets
and liabilities and disclosure of comtingent assets and liabilitics at the date of the financial statements and the
reported amounts of revenue and expenses during the reporting period. Actual results may differ from those
estimates under different assumptions and conditions.

Qur MDEA for the two years ended December 31, 2005 and 2004 contains a discussion of our significant
accounting policies most affected by estimates and judgments used in the preparation of our financial statements,
being our accounting policies relating to income properties amortization, impairment of real estate investments,
guarantees, and fair value. We have determined that at September 30, 2006 there is no change to our assessment of
our significant accounting policies most affected by estimates and judgments as detailed in our MD&A for the two
vears ended December 31, 2005 and 2004,
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MANASEMENT'S DISCUSSION AND ANALYSIS

Future CHANGES IN SiGNIFICANT AccOUNTING POLICIES

We monitor the Canadian Institute of Chartered Accountants’ (“CICA”) recently issued accounting
pronouncements to assess the applicability and impact, if any, of these pronouncements on our consolidated
financial statementis and note disclosures.

The CICA released Section 3855, Financial [nstruments — Recognition and Measurement, which standard is applicable
to the Trust commencing January 1, 2007, This standard provides more comprehensive guidance on how to recognize
financial instruments on the balance sheet, how to measure them, and how to account for gains and losses. The Trust
is in the process of assessing the impact of this new standard on our consolidated financial statements.

Risks AND UNCERTAINTIES

All real estate investments are subject o a degece of risk. They are affected by various facters including changes in
general economic and in local market conditions, the attractiveness of the properties to tenants, competition from
other available space and various other factors. In addition, fluctuations in interest rates may affect us.

The value of our real estate and any imprevements thereto may alse depend on the credit and financial stability of
out tenants. Our nel earnings would be adversely affected if a significant number of tenants were to become unable
to meet their obligations to us or if we were unable 10 lease a significant amount of available space in our
properties on economically favourable lease terms.

Tenant Concenirafions

'I'hé’principal operating risk facing us is the potential for declining revenue if we cannot maintain the existing
high occupancy levels of our propertices should tenants experience financial difficulty and be unable to fulfiil their
lease commitments.

We reduce our risks itt our shopping centre portfolio through geographical diversification, staggered lease maturities,
diversification of revenue sources resulting from a large tenant base, avoiding dependence on any single tenant by
ensuring no individual lenant contributes a significant percentage of our gross revenue, and by ensuring a
considerable portion of our revenue is carned from national and anchar tenants, and credit assessments are generally
canducted for new tenamis. The key components of our tenant concentration risk strategy are discussed below.

At September 30, 2006 the geographical diversification of our retail property portfolio by Canadian province was:

| ; Rental revenue for the Rental revenue for the
[in thousands, except Met leasable area at nine months ended Net leasable area at nine months ended
percentage amounts) Sepiember 30, 2006 September 30, 2006 Seplember 30, 2005 September 30, 2005
Province square leet %) $ (%)  square feet %) $ {%)
Ontario 17,354 59.3% § 268,326 62.5% 17,216 60.7% $ 264,102 64.5%
Quebec 5.442 18.6% 71,350 16.6% 5,195 18.3% 65,607 16.0%
Alberta 2,655 9.1% 42,200 9.8% 2,322 8.2% 35,292 8.6%
Britisl] Coluimbia 1,778 6.19 27,724 6.5% 1,636 5.8% 23,702 5.8%
New Brunswick 1,165 4.0% 10,233 2.4% 1,165 4.1% 10,207 2.5%
Sas]léﬂlcllcwall 317 1.1% 2,880 0.7% n7z 1.1% 4,747 1.2%
Newfoundland 183 0.6% 1,391 0.3% 183 0.6% 1,361 0.3%
Manitaba 179 1.6% 2,622 0.6% 179 0.6% 2,616 0.6%
Prince Edward [sland 164 0.6%% 2,565 0.6% 165 0.6% 2,252 0.5%
29,237 100.0% § 429,291 1006.0% 28,378 100.0% $ 409,886 100.0%
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MANAGEMENT S DisCusSSION AND ANALYSIS

As discussed under Visien and Business Strategy, growth in population dictates growth in retail sales which in turn
results in more demand {or space and higher rents. As a result our focus is to own properties mainly in those
Canadian markets having in excess of one million people that have consistently experienced population growth. At
September 30, 2006 the geographical diversification of our retail property pottfolio by such Canadian high growth
markets was:

[in thousands, except Rental revenue for the Rental revanue for the
percentage amounts) Net leasable orea at nine months ended Net lsascble area at nina monihs ended
Primary population Seplember 30, 2006 September 30, 2006 September 30, 2005 September 30, 2005
growth markets square feet {%) 3 %) square feet %) 3 (%)
Toronto, Ontario 7,664 - 262% $ 132,84 30.8% 7.580 26.7% 5 128,324 31.3%
Monireal, Quebec 2,990 10.2% 39,511 9.2% ' 2,699 9.5% 35,830 8.7%
Ouawa, Ontario 2,354 8.1% 41,123 2.6% 2,107 7.4% 37,028 9.0%
Calgary, Alberta 1,673 5.7% 26,381 6.1% 1,343 4.7% 20,975 5.1%
Edmonton, Alberta 653 22% 11,391 2.7% 650 2.3% 10,052 2.5%

Vancouver,
British Columbia [,068 3.7% 17,063 4.0% 926 3.3% 13,829 3.4%
All other markets 12,835 13.9% 160,998 37.6% 13,073 16.1% 163,848 40.0%
19,237 1000% § 429,291 100.0% 28,378 100.0% $ 409.886  100.0%

Lease maturitics are staggered to ensure that there is no over exposure to large amounts of expiries in any given
year. At September 30, 2006 our leasable area for which leases expire over the next five years ending December 31
was as follows: 2006 — 1.2%; 2007 — 6.1%; 2008 — 7.9%; 2009 - 9.6%; and 2010 — 9.3%.

At September 30, 2006 our 10 largest tenants and the weighted average term remaining on their leases were
as follows:

Weighted

Annualized average

rental remaining

revenue lease tezm
Ranking  Tenant ] [%) [years)
I Metro/A&P/Doeminion/Super C/l.oeb/Food Basics 6.0% 10,4
2. Famous Players/Cineplex/Galaxy Cinemas 5.8% 16.1
3. ZellersfThe Bay/Home Qutfitters 5.0% 9.2
4, Wal-Mart 4.3% 11.4
5. Loblaws/No Frills/Fortinos/Zehrs/Maxi 4.19% 7.6
6, Canadian T'ire/PartSource/Mark’s Work Wearhouse 3.4% 134
7. Winners/HomeSense 3.3% 6.7
Staples/Business Depot 2.5% 94

. Reitmans/Penningtons/Smart Set/Addition-Elle/Thyme Maternity 1.7% 4.9
10. Shoppers Drug Mart 1.6% 8.0

37.7%

For the nine months ended September 30, 2006 rental revenue was $429.3 million and retained RDI was $17.8
million; this equates to approximately 4.2%. As detailed in the above table, only four of our tenants have annualized
rental revenue greater than 4.2% of our total annualized rental revenue,
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MANAGEMENT S DisCusstoN AND ANALYSIS

RICCaN Reaq [srare Invearssny isuar

We also hedge our leasing risk by negotiating fixed term leases that will often be five to ten years. In instances
where certain tenants are critical to the viability of a property, we endeavor to lease for even longer terms with pre-
negotiated minimumn rent escalations. In addition, in order te reduce our exposure to the risks relating to credit
and financial stability of our tenants, our Declaration restricts the amount of space which can be leased to any
person and that person’s affiliates {other than in respect of leases with or guaranteed by the Government of
Canada, a province of Canada, a municipality in Canada or any agency thereof and certain corporations, the
securities of which meet stated investment criteria} to 2 maximum prernises or space having an aggregate gross
leasable area in excess of 20% of the aggregate gross leasable area of all real property held by us.

To further safeguard against the risk of declining revenue, we invest primarily in new format retail centres,
neighbourhood convenience unenclosed centres and enclosed urban retail propertics, all of which generally are
canvenience-oriented shopping centres which are required to service the day-to-day needs of the general population.

Infe}esi Rate and Other Debt Reloled Risks

At September 30, 2006 our total indebtedness had a 5.6 year weighted average term o maturity bearing a weighted
average contractuzal interest rate of 6,12%.

Our profitability is impacted by interest rates as interest expense represents a significant cost in the ownership of
our real estate investments. At September 30, 2006 we had aggregate debt (“mortgages and debentures payable”)
principal maturities through to December 31, 2009 of $852.3 million (31.4% ol our aggregated debt) with a
weighted average contractual interest rate of 6,18%, Should such amounts be refinanced upon maturity at an
aggregate interest rate differential of 100 basis peints, our net carnings would be impacted by approximately $8.5
million per annum.

We seck to reduce our interest rate risks by extending the average maturity of our long term debt and limiting the
use of floating rate debt so as to minimize exposure to interest rate fluctuations. At September 30, 2006, 1.19% of
our aggregated debt was at floating interest rates as compared to 2.2% at December 31, 2005.

A further risk to our growth program is that of not having sufficient debt capital available to us. Given the
relatively small size of the Canadian lending marketplace, there may come a point in the future at which accessing
domestic debt capital may become more difficult. We seek to mitigate this potential risk by making use of the
Canadian commercial-backed security market, the public unsecured debenture market, and by constantly seeking
out new sources of debt capital (including foreign-based).

Also, certain significant expenditures involved in real property investments, such as real estale laxes, maintenance
costs and mortgage payments, represent obligations that must be met regardless of whether the property is
producing any income. If we are unable to meet morlgage payments on any property, a loss could be sustained as
a result of the mortgagee’s exercise of its RioCan covenant or alternatively the morigagee’s rights of foreclosure or
power of sale.

. Liquidity Risk of Reol Esigie fnvestments

Real estate investments are relatively illiquid. This will tend to limit our ability 1o sell components of our portfolio
pramptly in response to changing economic or investment conditions. If we were required to quickly liquidate
our assets, there is a risk that we would realize sale proceeds of less than the current book value of our real
estate investments.

Construction Risk

QOur construction commitments are subject to those risks usually auributable to construction projects, which
include: (i) construction or other unforesceable delays; (it) cost overruns; and (iii) the failure of tenants to occupy
and pay rent in accordance with existing lease agreements, soine of which are conditional. Such risks are minimized
through the provisions of our Declaration which have the effect of limiting direct and indirect investments (net of
related mortgage debt) in non-income producing properties to no more than 15% of the book value of our
unitholders’ equity. Such developments may also be undertaken with established developers either on a co-
ownership basis or by providing them with mezzanine financing. Generally we will not acquire or fund significant
expenditures for undeveloped land unless it is zoned and an acceptable level of space has been pre-leased/pre-sold.
An advantage of unenclosed, new format retail is that it lends itself to phased construction keyed to leasing levels,
which avoids the creation of meaningful amounts of vacant space.
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MANAGEMENT'S Discussion AND ANALYSIS

Environmental

Environmental and ecological related policies have become increasingly important in recent years. Under various
federal and provincial laws, we, as an owner or operator of real property, could become liable for the costs of
removal or remediation of certain hazardous or texic substances released on ar in our properties or disposed of at
other locations. The failure to remove or remediate such substances, if any, may adversely affect our ability to sell
such real estate or to borrow using such real estate as collateral, and could potentially alse result in claims against
us. We are not aware of any material non-compliance, liability or other claim in connection with any of our
properties, nor are we aware ol any environmental condition with respect 1o any properties that we believe would
involve material expenditures by us.

It is our policy 10 obtain a Phase 1 environmental audit conducted by a qualified environmental consultant prior
to acquiring any additional property. In addition, where appropriate, tenant leases generally specify that the tenant
will conduct its business in accordance with environmental regulations and be responsible far any liabilities arising
out of infractions to such regulation. It is our practice 1o periodically inspect tenant premises that may be subject
Lo environmental risk. We maintain insurance to cover a sudden and/or accidental environmental mishap.

Unitholder Liability

Our Declaration provides that no unitholder or annuitant under a plan of which a unitholder acts as trustee or
carrier will be held 1o have any personal liability as such, and that no resort shall be had to the private property
of any unitholder or annuitant for satisfaction of any obligation or claim arising out of or in connection with any
contract or obligation of RioCan. Only our assets are intended to be liable and subject to [evy or execution.

The following Canadian provinces have legislation relating to unitholder liability protection: British Columbia,
Alberta, Saskatchewan, Manitoba, Ontario and Quebec. Certain of these statutes have not yet been judicially
considered and it is possible that reliance on such statute by a unitholder could be successfully challenged on
jurisdictional or other grounds.

Our Declaration further provides that, whenever possible, certain wrilten instruments signed by us must contain a
provision to the effect that such obligation will not be binding upon unitholders personally or upon any annuitant under
a plan of which a unithelder acts as trustee or carricr. In conducting our affairs, we have acquired and may acquire real
property investments subject 1o existing contractual obligations, including obligations under morigages and leases that
do not include such provisions. We will use our best efforis to ensure that provisions disclaiming personal liability are
included in contractual obligations refated to properties acquired, and leases entered into. in the future,

fncome Taxes

We currently qualify as a mutual fund trust for income tax purposes. We are required by our Declaration to
annually distribute all of our taxable income Lo unitholders and thus are generally not subject to tax on such
amount. In order to mmaintain our current mutual fund status, we are required to comply with specific restrictions
regarding our activities and the investinents held by us. If we were to cease to qualify as a mutual fund trust, the
consequences could be malerial and adverse. '

On October 31, 2006 the Minister of Finance, Canada annousced a Tax Fairness Plan for Canadians, the stated purpose of
which is to level the playing field between income trusts and corporations. The measures in the Tax Fairness Plan include:

* A Special Tax on certain income of publicly traded income trusts (other than qualifying real estate investment
trusts or REITs) and limited partnerships.

+ An effective date of January 1, 2011 for the commencement of the Special Tax for existing income trusts,
providing a transitional periad {for those entities requiring it) 1o plan their activities accordingly.

The proposed new rules are meant to apply to a clearly defined set of Flow Through Entities, referred to by the
Minister of Finance as “specified investment flow-throughs” or SIFTs. REI'Ts like RioCan will be excluded from the
SIFT definition and the proposed Special Tax, provided that they meet a series of conditions relating to the nature
of their income and investments. The Minister of Finance advised that these conditions will be similar to the
conditions that the United States applies to US real estate investment trusts, and will recognize the unique history

. and role of collective real estate investment vehicles.

The Minister of Finance did not announce a release date for detailed legislation 1o implement the Tax Fairness
Plan. While it is clear that the proposed Special Tax will not apply Lo qualifying REFTS, it is not possible to
determine at this time whether the Tax Fairness Plan will have any material impact upon our future activities.
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Mamacemintg's Discussion abn ANALYSIS

SeLecTED QUARTERLY CONSOLIBATED INFORMATION

The following is a summary of certain key information:

{thousands of dollars, except per unit amaunis
and number of employees}

2006 2005* 2004*
A ond for the
quarter ended Q3 Q2 Ql Q4 Q3 Q2 Ql Q4
‘Total revenue $ 160,726 $ 155432 § 159,160 § 152,623 § 149813 § 151,335 3 155,279|$ 140,669

Net earnings
from contining
operations $ 41,763 5 39632 § 38975 § 37340 § 41,862 § 36,143 §  19517|5 34,500

Net earnings

from continuing

operations per unit
— basic $ 021 % 0.20 § 020 § 0.19 0.22 § 0.18 § 0.10(3 0.19
— diluted $ 021 § 0.20 & 020 5 0.19 0622 § 0.18 § 0.101% 0.1

Net_carnings"” $ 41,763 $ 39639 § 38975 % 37340 0§ 40,142 § 33,537 $  21,587|% 35978

@ N

Net earnings per unit

~ basic - ) 021 $§ 0.20 § 0.20 § 019 8 021 § 017 § 01118 0.20
— dibuted 3 021 § 0.20 3 020 % 0.19 3 021 3 017 § 0.1ls 0.20
Total assets $ 4,535,896 $4,459.430 $4,450,919 $4,272,796  $4,227.733 $4,269.495 $4,193,803183,957,035

Total mortgages
and debentures
payable $2,710,884 $2,626,412 §2,619,366 $2,423,277 $2,387470 $2,416,518 $2,344,974|52,214,392

‘Total distributions
to unitholders § 6399 5 63,760 $ 63453 § 63,115 § 62330 § 60,987 $  60,636(5 61,463

‘lotal distributions
to unitholders

per unit $ 03225 $ 03225 § 03225 § 03225 § 03200 $ 03150 8 03150{$ 03350
Net book value '
per unit *** 3 B34 $ 840 § 848 § 855 § 863 § 870 $ 881i$ 863
Market price per unit
- high $ 2460 $ 2310 § 2396 % 2281 § 2265 3 2050 § 19571% 18.73
- low 3 2130 $ 1993 3 2096 § 1858 3 19.50 § 17.88 & 16.75:% 1643
~close $ 2401 § 2164 5 2306 $ 2279 % 2251 § 2000 § 18.151 % 17.75
Average number
of employees 630 630 650 650 630 630 620 600

* Previously reported results have been reclassified for discontinved operations.

** Refer te our annual and interim MD&As issued for the years ended December 31, 2005 and 2004 ond for the three and six months
ended March 31, 2006 and 2005 and June 30, 20056 and 2005 for o discussion and anclysis relating to those periods.

*** A non-GAAP measurement. Caleuloted as unitholders’ equity divided by units outstanding ot end of period. Our method of calculating
net book value per unit moy differ from other issuers” methods ond accordingly moy be not camparabla to ne! book volue per unit reported
by oiher issvers. ’
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